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OREGON’S WITHHOLDING TAX 


WILLIAM W. 


T A SPECIAL ELECTION held 

October 7, 1947, the people of the 
State of Oregon decisively rejected a 
proposed retail sales tax for the fifth 
time, and by so doing made effective the 
withholding tax provisions of the State 
personal income tax law.’ The con- 
tingent legislation had offered the people 
a choice of adopting a sales tax and hav- 
ing increased personal income tax ex- 
emptions or having personal income tax 
exemptions lowered and a withholding 
tax imposed. The tax issues involved 
in 1947 were rather clouded because of 
the restrictive use of income tax re- 
ceipts, but the basic issue presented to 
the voters was the sales tax versus a 
broader personal income tax base with 
current payment and collection at the 
source. 


No attempt will be made to describe 


*The author is research director for the Oregon 
State Tax Commission. The views expressed are those 
of the author and do not necessarily reflect the official 
position of the Commission. 


1The electorate by popular vote consistently de- 
feated other sales tax measures by substantial margins 
at special or general elections held in 1933, 1934, 
1936, and 1944. The personal income tax was ap- 
Proved by Oregon citizens on November 4, 1930. 


COLLIER * 


the 1947 State political and financial 
scene, the popular “battle of the 
budget,” or to analyze the tax alterna- 
tives which appeared. The purpose of 
this paper is simply to trace the develop- 
ment of the withholding tax concept 
as it applies in Oregon and to evaluate 
its fiscal importance. In conclusion a 
brief attempt will be made to relate the 
collection-at-the-source technique of 
income taxation to the general prin- 
ciples underlying personal income tax- 
ation at the state level. 


Fiscal Climate for State Withholding 


Although a few of the thirty-one 
states currently imposing some form 
of income tax upon individuals have 
applied to some degree for more than 
a decade a withholding-at-the-source 
method of tax collection on wages and 
salaries of nonresidents, Oregon was the 
first state government to adopt the col- 
lection-at-the-source principle in in- 
come taxation as applied to both res- 
ident and nonresident taxpayers.” Ore- 


2 Subsequently, Delaware and the Territory of 
Alaska have enacted withholding tax plans within 
the provisions of their respective income tax laws. 
The Delaware plan is a temporary withholding tax 
on compensation paid for personal services which be- 
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gon’s withholding tax is a full-fledged 
current collection system, which be- 
came law in July, 1947, and provided 
that 1 per cent of all wages, salaries, 
commissions, and emoluments paid for 
personal services on or after January 
1, 1948, be withheld by employers. If 
the retail sales tax had been approved 
by the vote of the people on October 
7, 1947, the withholding provisions of 
the income tax law simply would not 
have gone into effect. 

The merit of withholding taxes at 
the source as a method of collecting 
state income taxes must be judged, of 
course, from the standpoint of the role 
the personal income tax plays in the 
whole state tax structure. If the per- 
sonal income tax is a narrow-based tax 
and if it has little capacity as a revenue 
producer in relation to total state rev- 
enue needs, a withholding scheme may 
be a ridiculously troublesome adminis- 
trative method compared with the 
old collection procedure. If, however, 
heavy reliance is placed upon the per- 
sonal income tax in the state tax struc- 
ture and the tax has a broad base, then 
the introduction of collection at the 
source may have important advantages. 

The personal income tax in Oregon 
since its inception in 1930 has progres- 
sively obtained a more important place 
in the over-all State tax structure 
with the State Government depending 





came effective on payments made on and after July 1, 
1949, continuing until December 31, 1950, and the 
Alaskan plan was ratified under the second enact- 
ment of the Alaska Net Income Tax Act applicable 
to 1949 incomes. Both plans differ in concept, and 
have markedly different characteristics as compared 
with the Oregon law. Briefly, the Delaware system 
of payroll withholding is patterned along the lines 
of the Federal withholding plan, and the Alaskan 
withholding concept is based upon a percentage of the 
income tax payable to the Federal Government. 
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largely upon income tax receipts for 
general fund expenses since 1937, 
Table 1 provides a brief background 
for understanding the historic place 
and present significance of the personal 
income tax in the Oregon tax struc- 
ture. 

The most significant observation re- 
sulting from analysis of the data is the 
difference in revenue produced from 
the various types of taxes during the 
period 1935 to 1949. Prior to 1947 
and the withholding tax proposal, total 
Oregon tax collections, excluding un- 
employment compensation taxes, in- 
creased 2.4 times from $22,092 thou- 
sand in the calendar year 1935 to 
$52,560 thousand for the fiscal year 
ended June 30, 1946, whereas personal 
income tax collections during the same 
period increased 8.6 times from $1,679 
thousand to $14,487 thousand. Ex- 
tending the comparison to the 1948-49 
fiscal year data, total State tax collec- 
tions advanced 4.5 times over 1935 col- 
lections while personal income tax col- 
lections increased 21.4 times. In 1935, 
personal income taxes accounted for 
only 7 per cent of the total taxes col- 
lected; whereas they were 14 per cent 
of the 1940 total, 28 per cent of the 
1945-46 total, and made up 36 per cent 
of the 1948-49 total. When the net 
profits of State liquor stores are in- 
cluded in the total revenue figures for 
the 1948-49 fiscal year, personal in- 
come taxes still account for one-third 
of the total State revenue for that year. 

The scope of personal income tax- 
ation in 1935 embraced the intangibles 
income tax law as well as the personal 
income tax law. It would serve no 


significant purpose to spell out the defi- 
nition of income for the personal and 
intangibles income taxes along with the 
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TABLE 1 
Orecon State Tax CoLiections * 
(In thousands) 
Tax 1935 1940 194546 1946-47 1947-48 1948-49 

Ad valorem state property taxes ....... $4555 O20! i. GRR Ea ee 
Admission and amusement taxes and fees 80 134 $ 636 $ 893 $ 1009 $ 999 
Alcoholic beverages ” 

Liquor privilege tax ...............4 332 602 1,085 1,095 1,105 1,183 

Liquor licenses and permit fees ...... 301 377 898 726 651 698 
Gorporation 16eG) ..... 0. ccscsccccvecece 330 314 353 438 439 468 
Fuel taxes, motor vehicles ............. 8,022 11,420 14445 18,051 19,787 20,645 
Income taxes 

Personal income ...........eeseecccee 1,679 4016 14487 19,972 30,863 35,864 

Corporation excise ...............44 855 2,005 8,381 10,922 16,576 20,041 
Inheritance and gift taxes ............. 716 698 1,241 1,192 1,392 1,663 
Insurance companies’ taxes and fees .... 729 868 1,778 1,787 2,205 2,516 
Miscellaneous licenses and fees ........ 834 1,245 2,214 2,612 2,844 3,457 
Motor vehicle , 

Registration and license ............. 2,388 3,235 4,277 5,393 4,248 4,142 

Carriers’ fees and taxes .............. 753 1,346 2,390 3,172 4,140 5,743 

Operators’ license fees ............... 374 81 134 156 495 527 
Public utility companies’ fees .......... 65 113 111 119 138 203 
ONO COAG 65 i's « bic DiKN0d cece sdedin 79 105 130 127 488 876 
Total tax collections .................. $22,092 $28,653 $52,560 $66,655 $ 86,380 $ 99,025 
Unemployment compensation taxes ....  ..... 7,151 11,562 11,998 13,832 13,149 





Total (including unemployment com- 
BREE Pa $22,092 $35,804 $64,122 $78,653 $100,212 $112,174 





*State tax collection figures exclude all taxes and revenues of the local governments, and the 
amounts are before the distribution of shared taxes; also excluded are State revenues derived 
from borrowings, grants-in-aid, certain services rendered by the State, and the sale of natural 
resources. All tax collection figures are the amounts of gross collections after refunds but before 
administrative expenses. Data for calendar years 1935 and 1940; and for fiscal years ended June 
30, 1946, 1947, 1948, and 1949. 

» Does not include the net profits of State liquor stores, which were as follows: 1935, $919,677; 
1940, $2,508,319; 1945-46, $8,580,977; 1946-47, $9,176,343; 1947-48, $9,202,767; 1948-49, $7,083,138. 


technical details of these laws. It living with husband or wife and 





is appropriate, however, to examine 
briefly the general coverage of the per- 
sonal income tax laws from 1935 to 
1947 in order to trace the trend and 
the size of the personal income tax base. 
Prior to 1939 Oregon imposed three 
taxes upon or measured by net income: 
corporation excise tax, the intan- 
gibles income tax, and the personal in- 
come tax. In 1935, the personal in- 
come tax exemptions were $800 for a 
single individual or married person not 


$1,500 for head of family or married 
person living with husband or wife. A 
credit of $300 was provided for each 
dependent, and Federal income taxes 
were allowed as a deduction. The tax 
rates were graduated by brackets of 
$1,000 from 2 per cent of taxable in- 
come to 7 per cent on taxable income 
in excess of $5,000. The intangibles 
income tax law in 1935 was, in essence, 
a surtax within the scope of the per- 
sonal income tax with maximum ex- 








emptions of $500, single, and $800, 
married. These exemptions were pro- 
vided for the smaller incomes and de- 
creased as the net income increased until 
they entirely disappeared when the in- 
dividual’s net income from all sources 
reached $1,500, if single, or $2,500, if 
married. The rate was 8 per cent on 
income from intangibles. 

The 1939 legislative session stayed 
the operation of the intangibles income 
tax law of 1931, increased the personal 
income tax rates by placing a 2 per cent 
surtax on income from money and 
credits, and “split” the first bracket 
of the personal income tax, making the 
2 per cent normal tax rate applicable to 
the first $500 of taxable income. 

The 1943 session repealed the surtax 
and did not revive the intangibles tax. 
The 1943 legislature also provided tax 
discounts on both the personal income 
and corporation excise taxes, which the 
tax commission computed at 75 per cent 
and 30 per cent for tax years begin- 
ning in 1943 and 1944, respectively. 

For the tax year 1945 the exemption 
of a single person was lowered from 
$800 to $750. When the 1947 legis- 
lature convened, the personal income 
tax exemptions had not been drastically 
changed since 1933. The personal ex- 
emptions were $750, single, and $1,500, 
married, with a credit of $300 for each 
dependent. Oregon’s personal income 
tax was and had been a relatively 
broad-based tax, designed to include 
the smaller incomes. 

The magnitude of the increase in 
personal income tax yields in Oregon 
from 1935 to 1947 can be explained 
more in terms of economic factors than 
by changes in tax law. The principal 
factors influencing these notable in- 
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creases were improved business condi- 
tions, industrial expansion during the 
war and postwar years, higher income 
payments made to individuals, and a 
remarkable increase in State population 
(see Table 2). While the economy ex- 
panded and income tax collections in- 
creasingly augmented State revenues, 
the problem of adequate State income 
tax administration was proportionately 
intensified. 


No serious thought was given to 
State income tax withholding in Oregon 
until the postwar period. The most 
pressing problem facing State income 
tax administration during the war years 
was that of maintaining a sufficient and 
competent force of auditors and agents, 
At that time Oregon was witnessing a 
large influx of new industries closely 
connected with the war effort, notably 
shipbuilding, electro-chemical and met- 
allurgical establishments, and war con- 
struction; and along with these new in- 
dustries came a large influx of war 
workers and transient labor. During 
these years, audits began to lag further 
behind current income tax liabilities, 
and the tax commission feared that a 
large number of the new labor force 
would evade State income tax laws and 
leave the State long before they could 
be discovered and the proper tax as- 
sessed. In connection with this prob- 
lem, the commission began to tighten 
up on the employer and income-payor 
requirement of submitting information 
returns, and some thought was given to 
income tax withholding at the State 
level. However, since the State was 


losing a large number of employes to 
the war effort, nothing was seriously 
proposed. 
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TABLE 2 


Orecon: PoputaTion, INcoME PAYMENTS, AND 
VaLuE ADDED BY MANUFACTURE 


1930-49 


(Population estimates in thousands; 
money figures in millions) 











m Aotal Bsc Nebo 
opulation Income Added by 
Year (Midyear Pay- Manu- 
Estimates)* ments” facture ° 
1930 ....... 954 $ 524 spar 
Ser 1,001 459 $114 
Me avs as 1,048 580 169 
1939 ....... 1,080 587 172 
1940 ....... 1,090 633 ‘ice 
16445 ....... 1,325 1,671 
1946 ....... 1,437 1,777 Moa 
1947 ....... 1,545 1,984 675 
1948 ....... 1,639 2,134 acta 
SU acs sss 1,736 2,060 





*Early preliminary releases of the 1950 
census in Oregon indicate that the 1948 and 
1949 midyear estimates may need adjustment 
downward. 


»’“Income payments to individuals” is a 
measure of the income received by residents of 
a state from business establishments and gov- 
ernmental agencies. It comprises income re- 
ceived by individuals in the form of (1) wages 
and salaries; (2) proprietors’ incomes, repre- 
senting the net income of unincorporated 
establishments (including farms) before owners’ 
withdrawals; (3) property income, consisting 
of dividends, interest, and net rents and royal- 
ties; and (4) “other” income, which includes 
public assistance and other direct relief. Amount 
shown for 1949 is preliminary. 


*“Value added by manufacture” provides 
best census measure of the relative eco- 
nomic importance of manufacturing in different 
industries and different areas. It measures the 
approximate value created in the process of 
manufacture, that is, the contribution of manu- 
facturing establishments to the value of fin- 
ished manufactured products. The 1947 census 
of manufactures was the first to be taken since 
1939. Owing to the large-scale revisions in in- 
dustrial classification in recent years, the 1939 
and prior year figures are not strictly compara- 
ble with 1947. Adjustment of earlier data for 
& comparison with 1947 would revise the 1939 
and prior year figures downward. 
Source: U. S. Department of Commerce esti- 
mates. 


Earlier forebodings became a recog- 
nizable fact late in 1946 when the tax 


OREGON’S WITHHOLDING TAX 


197 


audit began to disclose that State in- 
come tax returns had not been filed by 
many well-paid war emergency workers 
who had apparently left the State im-. 
mediately after hostilities ended. By 
December 31, 1946, a preaudit of 1945 
employer or income-payor information 
returns revealed that there were over 
100,000 individual forms 99 (State 
information returns comparable to the 
Federal forms 1099 and W-2) for 
which 1945 tax returns could not be 
found. It was estimated at that time 
that this represented at least 20,000 in- 
dividuals who had taxable income but 
who had failed to file personal income 
tax returns for the tax year 1945. The 
whole problem of adequate income tax 
administration was presented to both 
the House and Senate Assessment and 
Taxation Committees of the 1947 legis- 
lature.® 

One other point, the matter of fiscal 
expediency, should be touched upon at 
this time in connection with the move- 
ment toward the development of the 
State withholding tax idea. To meet 
future financial requirements of the 
State, many members of the 1947 legis- 
lative session believed that additional 
revenue sources were sorely needed. 
Budgetary requests for the 1947-49 
biennium had substantially increased, 
and although a frugal approach to ap- 
propriations was being made it was evi- 
dent that requirements were definitely 
on the increase. Two distinct legis- 
lative tax programs evolved during the 
session. One defended retail sales tax- 
ation and the other supported a broader 
personal income tax base with a cur- 


3For a brief general discussion, see Eighteenth 
Biennial Report of the State Tax Commission (Salem, 
Oregon, 1947), p. 6. 
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rent tax payment plan. It was esti- 
mated that either tax program would 
bring in sufficient revenue for the en- 
suing biennium. The latter program 
would bring in sufficient revenue for 
the biennium not so much by the low- 
ering of personal income tax exemp- 
tions, but by the “doubling up” of 
personal income tax collections en- 
gendered by the current tax payment 
plan. In other words, a State with- 
holding tax was an expedient fiscal 
measure which could ease Oregon’s fi- 
nancial problem by an immediate pro- 
duction of revenue without the enact- 
ment of additional taxes. 


Withholding Tax Plan, 1947 


Early in the 1947 legislative session, 
plans were made for improved income 
tax administration. The specific prob- 
lems of uncovering and assessing cur- 
rent tax liabilities of the smaller income 
groups, notably transient labor and the 
itinerant worker, were discussed. It 
was thought that the information-at- 
source returns, forms 99, only scratched 
the surface in prior years in uncover- 
ing individuals having personal income 
tax liabilities. It was not only difficult 
to enforce the employer information re- 
quirement, but when employers did re- 
port they only reported, according to 
regulation at that time, salaries, wages, 
or other compensation paid for personal 
services in the cases where individuals 
received over $750, if single, or over 
$1,500, if married. There was little 
information on those individuals who 
changed jobs intermittently, and Ore- 
gon is a state which has a great number 
of seasonal workers. The State could 
not keep pace with the itinerants who 
moved from job to job within Oregon 
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with incomes taxable in the aggregate, 
or with the problem of itinerants moy- 
ing in and out of the State. 

Before the war, Oregon utilized both 
the Federal transcript service and Re. 
cordaking of green copies and original 
Federal returns to good advantage, 
During the war and postwar years ab- 
stracts from the Federal audit lists and 
Federal refund lists were being used by 
Oregon with productive results, but 
these abstracts concentrated more on re- 
turns with the higher incomes and they 
were not timely. Personnel and other 
costs involved in abstracting current 
Federal income tax filings had precluded 
an actual check to discover omissions 
in personal returns filed with the State. 
Comparisons at that time between the 
total individual Federal and State fil- 
ings had revealed that the two were 
closely related, and since Federal with- 
holding tax requirements did not apply 
to large segments of the Oregon popu- 
lation, chiefly farmers, it was felt that 
the State would simply have to find and 
utilize new methods by which a better 
coverage of investigating the smaller in- 
come recipients could be instigated. 

Proposals were then made to broaden 
the requirement for submitting em- 
ployer information returns to the State 
and thereby extend the use of such in- 
formation to current audit. Informa- 
tion-at-source returns, forms 99, were 
to be required from all Oregon employ- 
ers and were to be filed quarterly, show- 
ing complete payrolls and listing all 
types of income payments te all resident 
and nonresident individuals. "Employer 
compliance with this type of <xtended 
information proposal would need suffi- 
cient policing and some sort of pen- 
alty provisions. The collection-at-the- 


source technique of personal income 
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taxation was introduced to provide the 
means by which improved income tax 
administration along these lines could 
be effectively advanced. However, the 
proponents of this plan were cognizant 
of the fact that a state withholding tax 
would not solve all collection problems. 
The difficulty would still remain of un- 
covering the tax liabilities of small 
businessmen, farmers, and professional 
people who did not receive their income 
in the form of salaries or wages. 
Nevertheless, if a state withholding tax 
could be developed on a broad basis, 
it would substantially include the ma- 
jority of taxpayers either as wage 
earners or employers as collecting 
agents. 

The idea of using a withholding tax 
as a device to facilitate income tax 
administration was met with favor by 
those supporting increased direct per- 
sonal taxation in preference to indirect 
general retail sales taxation to meet the 
additional State requirements. Under 
their theory, a broad based pay-as-you- 
go direct income tax recognizes the 
basic principle underlying a collection- 
at-the-source system; viz. that every 
person with tax-paying ability should 
pay some sort of direct personal tax to 
the government under which he is 


domiciled or from which he receives the 


personal benefits that government con- 
fers, and that direct collection of in- 
come taxes from all persons would be 
too difficult and costly to undertake 
without collecting at the source. By 
proposing withholding and reduced ex- 
emptions, the advocates of increased di- 
fect personal income taxation could 
meet the compelling argument that ad- 
ditional revenue should be produced 
currently on a broad base as recom- 
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mended by the proponents of general 
retail sales taxation. 

Withholding tax plans boiled down 
to a proposed tax of 1 per cent on all 
wages and salary payments which 
would be withheld by employers from 
wages when paid. The taxes withheld 
would be paid to the State Tax Com- 
mission quarterly. This current pay- 
ment plan would apply to approxi- 
mately 80 per cent of all those filing 
taxable personal returns in 1946, rep- 
resenting in the aggregate 63 per cent 
of the total adjusted gross income. 
The proposed 1 per cent did not exceed 
the then-current average effective rate 
of State tax on adjusted gross income, 
nor was it thought that such a proposal 
would generate an excessive volume of 
refunds. 

The State withholding tax concept 
was broader in coverage than the Fed- 
eral system in that more employers 
would participate, and all salary and 
wage earners whether factory workers, 
agricultural laborers, or domestic serv- 
ants would be included. Payment of 
the State withholding tax by employers 
could be computed on the total pay- 
rolls, plus the aggregate amount of 
commissions or other emoluments paid 
to individuals but not included in the 
tétal payroll figure. Thus, record 
keeping by the employer could be kept 
at a minimum, and the additional cost 
to the State in administering the per- 
sonal income tax law would not be ex- 
cessive. 

A flat 1 per cent rate would be more 
acceptable to employers acting as with- 
holding agents than a system trying to 
take into account the personal exemp- 
tions, deductions, and nominal progres- 
sive rates of tax set out in the law. If 








the State withholding tax were levied at 
variable rates according to income 
brackets, the employer, in addition to 
following Federal withholding require- 
ments, would have to refer to various 
additional tables in order to compute 
the amounts of State tax to be withheld. 
Such a plan would involve high com- 
pliance costs and would be vigorously 
opposed by certain employer groups, 
especially the farm group who would 
act as withholding agents for the first 
time. 

As analyzed in Table 3, the effective 
tax rates by adjusted gross income 
brackets take into consideration all the 
factors involved in determining the 
amount of tax liability due. The aver- 
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age effective rate of State tax was 1.§4 
per cent on 1946 adjusted gross income, 
and out of 305,505 taxable 1946 re. 
turns, 244,467 were filed by taxpayers 
who received the major portion of their 
reported income in the form of salary 
and wage payments. The average ef- 


fective rate of 1.54 per cent was be- 


lieved to be too high in that most wage 
and salary earners were in the group of 
taxpayers having gross incomes under 
$5,000. An over-all 1 per cent with- 
holding tax rate would be more in line 
with their ultimate tax liabilities, es- 
pecially if personal exemptions were 
lowered to $500, single, and $1,000, 
married, which would increase the ef- 
fective tax rates as witnessed on 1947 


TABLE 3 


Errective Tax Rares py ApJustep Gross INcoME BrackKETs," 
1946 AND 1947 Taxasis INpDivinvat RetTuRNS 


(Money figures in thousands) 

















Pa ar 
: Number of Adjusted State Income ax ate on 
Adjusted Adjusted 
Ooses taaeens Returns Gross Income Tax Assessed Groen Taeenall 
Bracket (Per Cent) 
1946 1947 1946 1947 1946 1947 1946 1947 
Under $1 ..... 5,167 61,229 $ 5540 $ 49,382 $ 2 $ 326 0.45 0.66 
oe eee 67,493 144,930 132,660 217,956 809 1,949 61 89 
» es Bee 108,499 157,901 341,161 394,441 2,424 4,782 71 1.21 
CS eee 66,611 78,123 281,411 268,825 2,678 4,149 95 1.54 
aa 23,202 27,207 128,569 121,372 1,720 2,282 1.34 1.88 
ae 15,696 16,019 115268 93,767 2,288 2,322 1.99 2.48 
Co | ere 8,830 8,298 94,582 68,743 2,705 2,119 2.86 3.08 
BOO vines 7,358 7,126 124,730 96,957 4,282 3,422 3.43 3.53 
20- 30 ..... 1,569 2,062 46,832 49,334 1,586 1,915 339 3.88 
30- 40 ..... 409 829 18,628 28,058 637 999 342 3.56 
40- 50 ..... 278 531 15,679 23,799 497 844 3.17 3.55 
Over 50..... 393 1,438 34,195 134,324 946 4,716 2.77 3.51 
_ | SEP 305,505 505,693 $1,339,255 $1,546,957 $20,599 $29,825 1.54 1.93 





*“ Adjusted Gross Income” is gross receipts less trade and business expenses (including the 
expenses of acquiring an income), but without allowance for personal deductions, exemptions, 
and dependency credits for tax purposes. “ Adjusted Gross Income” from salaries and wages 
substantially represents total income before taxes. 


Nore: Details may not add to totals because of rounding. Effective rates computed from 
unrounded data. 
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adjusted gross incomes. A lower rate 
than the average effective rate of 1.54 
per cent in 1946 would also minimize 
the volume of refunds. 

Based upon U. S. Department of 
Commerce income payment data, the 1 
per cent plan was estimated to augment 
State income tax collections during the 
first year by approximately $9 million, 
or three quarterly payments of $3 mil- 
lion each. These withholding tax re- 
ceipts would increase total net tax col- 
lections the first year by the timing of 
collections but would not increase the 
individual income tax liabilities. 

It would be gratifying if a practical 
system of collecting State and Federal 


taxes from all taxable individuals could - 


be arranged whereby the amounts with- 
held during the course of a year would 
equal the exact amount of tax due by 
the taxpayer on his annual income. It 
would satisfy the individual’s yearly 
tax obligation on a current basis; it 
would dispense with his annual task of 
making out and filing a personal income 
tax return; and it would level off 
annual peak work periods for the in- 
come tax administrator. However, the 
mechanics of such a system, especially 
under a broad withholding tax cover- 
age, would be rather onerous to the 
rank and file withholding agent. Sim- 
plicity in income taxation is usually an 
outstanding virtue, and the State with- 
holding tax plan was trying to strike a 
proper balance among: (1) the tax- 
payer and his ultimate tax liability, that 
is, equalizing the tax withheld to the 
ultimate tax assessed; (2) the employer 
as a collecting agent—keeping compli- 
ance costs to a minimum; (3) the State 
—keeping the additional costs of col- 
lecting personal income taxes to a mini- 
mum. 
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Withholding Tax Law, 1947 


The withholding tax measure which 
was passed by the 1947 Legislative As- 
sembly closely resembled the British 
Columbia withholding tax plan of 
1938.4 

The Oregon law provided: 


Section 110-1620a. 1. Every employer 
at the time of the payment of wages, salary, 
bonus or other emolument to any employe 
shall deduct and retain therefrom an amount 
equal to 1 per cent of the total amount of 
such wages, salary, bonus or other emolu- 
ment computed without deduction for any 
amount withheld, and shall, quarterly, on or 
before the thirtieth day of April, July, 
October and January pay over to the com- 
mission the amount so deducted and retained 
from wages, salary, bonus or other emolu- 
ment paid to any employe during the pre- 
ceding three months. Every amount so paid 
over shall be accounted for as part of the 
collections under this chapter. No em- 
ploye shall have any right of action against 
his employer in respect of any moneys de- 
ducted from his wages and paid over in 
compliance or intended compliance with 
this section. 


2. Every employer shall, with each pay- 
ment made by him to the commission 
deliver to the commission a return in the 
prescribed form, showing the total amount 
of wages, salaries, bonuses or other emolu- 
ments paid to his employes, the amount 
deducted therefrom in accordance with the 
provisions of this section, and such other 
information as the commission may require. 


3. Every employer who deducts and re- 
tains any amount from the wages of an 
employe under the provisions of this section 


4 British Columbia Laws 1938, chapter 280, section 
23. The province of British Columbia had experienced 
a successful administration of taxing salary and wage 
income at the source since 1931. For a discussion, 
see Walter W. Heller, “ Collection Methods Appro- 
priate to the Wartime Use of Income Taxes,” Financ- 
ing the War, symposium conducted by the Tax 
Institute, December, 1941. 
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shall be deemed to hold the same in trust for 
the state of Oregon and for the payment to 
the commission in the manner and at the 
time provided under this section; and the 
amount shall, until paid, form a lien and 
charge on the entire assets of the employer 
having priority over all other claims of any 
person. 

4. The amounts deducted from the wages 
of an employe during any year in accord- 
ance with the provisions of this section shall 
be considered to be in part payment of the 
tax on such employe’s income for the cor- 
responding period, and the return made by 
the employer under section 110-1615 shall 
be accepted by the commission as evidence 
in favor of the employe of the amounts so 
deducted from his wages; but where the 
total amount so deducted exceeds the amount 
of the tax on the employe’s income as com- 
puted under section 110-1605, as amended, 
or section 110-1605b, as added to chapter 
16, title 110, O.C.L.A., by chapter 411, 
Oregon Laws 1945, or where his income is 
not taxable under this act, the commission 
shall, after auditing the annual return filed 
by the employe in accordance with section 
110-1616, as amended, refund the amount 
of the excess deducted. No refund shall be 
made (a) where the amount of the excess 
deducted is less than two dollars, or (b) 
where the employe has failed to file a return 
under section 110-1616, as amended. 

5. No amount shall be deducted or re- 
tained by any employer from the wages of 
any employe unless the aggregate of the 
wages paid by such employer during the 
calendar month exceeds the sum of fifty 
dollars ($50), or such other amount for any 
lesser period as the regulations may provide. 

6. No amount shall be deducted or re- 
tained from (a) wages paid for active serv- 
ice in the military or naval forces of the 
United States, or (b) wages or salary paid 
to an employe of a common carrier where 
such employe is not a resident of Oregon as 
defined in section 110-1602, and regularly 
performs services both within and without 
the state of Oregon. 
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7. This act shall be effective with respect 
to all wages, salaries, bonuses or other emolu- 
ments for services as an employe, paid on 
or after January 1, 1948; provided, that 
this act shall not become operative with 
respect to such wages, salaries, bonuses or 
other emoluments for services of an em- 
ploye if, on or before January 1, 1948, any 
act increasing the amount of the personal 
exemptions as provided for by section 
110-1613, O.C.L.A., as amended by section 
3, chapter 411, Oregon Laws 1945, has be- 
come effective and operative.® 


The Oregon law follows the British 
Columbia law very closely down to 
paragraph 5. The British Columbia 
Law provides: 


No amount shall be deducted or retained 
by any employer from the wages of any em- 
ploye earned after the 31st day of March, 
1934, unless the aggregate of the wages so 
earned during any calendar month exceeds 
the sum of $50, or such other amount for 
any lesser period as the regulations may 
provide. 


The language was changed, in the 
Oregon law, for the express purpose of 
applying the $50 figure to the em- 
ployer’s total payroll. However, it 
should be noted that paragraph 5 of the 
Oregon law is ambiguous and the $50 
exemption could conceivably be applied 
to wages earned by each individual em- 
ploye during any calendar month. The 
legislative journals do not reveal the ex- 
plicit legislative purpose of the $50 ex- 
emption, but the matter was discussed 
at some length before the taxation com- 
mittee in both the Senate and the 
House. Neither committee changed 
the wording of paragraph 5 as it ap- 
peared in the original draft of the bill, 
and the act was passed with the general 


5 Chapter 536, Oregon Laws, 1947. 
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understanding and clear intention of 
applying the $50 exemption to the em- 
ployer’s total payroll. The tax com- 
mission’s regulation was based upon this 
clear understanding of the law’s mean- 
ing at the time of its passage and set 
forth that every Oregon employer 
whose gross payroll, in money pay- 
ments, for any month exceeded $50 
was required to withhold 1 per cent 
from the compensation of all employes, 
irrespective of the amounts paid to in- 
dividual employes. 


_ The 1 per cent was not only to be 
withheld on gross payrolls, disallowing 
any deductions, but would also include 
1 per cent of the fair value of meals, 
quarters, and services furnished to thé 
employe as a part of his compensation. 


- Oregon’s withholding tax as first en- 
acted was to be applied on a broad base 
to wages, salaries, and other emoluments, 
with few exemptions. 


Administration, 1948 


There was a great deal more than 
customary opposition to tax legislation 
when the citizens of Oregon looked 
at the tax measures passed by the 
1947 Legislative Assembly. Immedi- 
ately after the defeat of the referred 
Sales Tax Act and the Cigarette Tax 
Act at the special election held on 
October 7, 1947, the constitutionality 
of the Income Tax Withholding Act 
and the Income Tax Exemption Act 
(personal exemption lowered to $500, 
single, and $1,000, married) was chal- 
lenged on the grounds that the two 
acts in question were enacted (1) by 
authority not provided in the State con- 
stitution, and (2) by denying the 
people the power to invoke the refer- 
endum which was in contravention to 
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Article IV, section 1, of the constitu- 
tion. However, the Supreme Court of 
Oregon held that these acts were not 
violative of constitutional provision, be- 
ing complete in themselves, passed by 
the Legislature, and approved by the 
Governor, and were merely dormant 
until brought into operation by rejec- 
tion of the Sales Tax Act by the people. 
The people could have invoked the 
referendum against either or both of 
these acts in their entirety.® 

Thereupon, by an initiative measure 
at the general election on November 2, 
1948, the people restored the personal 
exemptions to $750 for a single person, 
and $1,500 for a married couple or the 
head of a family. In effect, the per- 
sonal exemptions were increased retro- 
actively to January 1, 1948, the effec- 
tive date of the withholding tax, and 
the lowered exemptions applied only to 
the tax year 1947. In other words, 
the personal income tax base upon 
which withholding had been patterned 
was not as broad as had been antici- 
pated. 

Although outright repeal of the 
withholding tax was not initiated dur- 
ing 1947 or 1948, it escaped such treat- 
ment by only a very small margin. 

The approach by the State Tax Com- 
mission in administering the law during 
the first year was one of reasonable 
action rather than one of technical en- 
forcement. Two basic factors molded 
this approach. First, the withholding 
tax law itself did not make provision 
for penalties or interest charges if an 
employer failed to withhold; and sec- 
ond, the premise held by the public at 
large, that the withholding tax would 


6 Marr v. Fisher et al., 182 Or. 383, 187 P. (2d) 
966. 
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be short-lived and undoubtedly re- 
pealed at the next session of the legis- 
lature, placed a psychological stigma on 
the initial administrative effort. The 
commission was not only bound to ad- 
minister the law as it appeared in the 
statutes, but believed that with a 
reasonable administrative approach the 
withholding tax could be developed into 
a strategic technique of income tax col- 
lection and that it would gain popular 
approval as such, whereas, a meticu- 
lously strict method of administration 
would likely kill any possibilities a 
withholding tax might have in State 
finance before such a measure was given 
a fair trial. 

In the matter of penalties for em- 
ployer noncompliance, the general en- 
forcement provisions of the personal 
income tax law were not applicable. 
The employer by definition in the with- 
holding tax law was a trustee and not 
a taxpayer. However, in the case of 
the employer who actually withheld but 
failed to remit the amounts withheld 
to the State Tax Commission, there 
would be no question that he was guilty 
of a conversion to his own account and 
would be subject to penalities for em- 
bezzlement. Where an employer failed 
to withhold and failed to make proper 
reports, the commission ruled that the 
penalty provisions in section 110-1627, 
O.C.L.A., were applicable in the case of 
the employer who failed to “ make, 
sign or verify any return or to supply 
any information required by or under 
the provisions of the act.” 

Although the State withholding tax 
had been intentionally enacted on a 
very broad wage payment base with no 
exemption for salary and wage earners, 
actual administrative application to em- 
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ployers immediately narrowed that base 
through (1) the Federal Government’s 
immunity declaration exempting wages 
of Federal employes, and (2) the 
State’s limited jurisdiction in the matter 
of wages paid certain employes, such 
as seamen and Oregon employes work- 
ing outside the State. 

The lack of cooperation by the Fed- 
eral Government was a hard blow to 
State tax administration. From the 
State’s viewpoint, the Federal position 
was illogical and unreasonable when 
viewing the fact that the Commissioner 
of Internal Revenue must entirely rely 
upon the principle of comity when the 
Federal regulations define a state as an 
“employer ” within the meaning of the 
Current Tax Payment Act of 1944 
(Federal withholding tax). The State 
of Oregon is not obliged to withhold 
from the wages of State employes en- 
gaged in governmental functions on ac- 
count of the Federal income tax law, 
since it is a fundamental principle, im- 
plied in the dual constitutional system, 
that the Federal and state governments 
are to exercise their powers so as not to 
interfere with the free and full exercise 
of powers of the other. It seems, there- 
fore, that the Federal Government does 
not have power to impose a ministerial 
duty upon state officers strictly for 
Federal purposes without the state’s 
consent.’ The definition of “em- 
ployer” under the Current Tax Pay- 
ment Act of 1944 makes no mention of 
the state as such, and the states had to 
be included within the definition of 
“employer” by regulation. Oregon 
was trying to do by State withholding 
tax regulation the same as was set out 


7 48-50 Op. A. G., No. 993 (February 22, 1949). 
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by Federal regulation, relying upon the 
principle of comity. 

The Comptroller General of the 
United States did not choose to allow 
State withholding on Federal wage pay- 
ments in Oregon, and explained: “... 
Since it is obvious that the effect of the 
provisions of the Oregon tax law here 
involved, so far as the matter of the 
withholding and payment by the fed- 
eral government of the tax in question 
is concerned, is such as to impose a 
direct burden upon the United States, 
it must be concluded that the withhold- 
ing feature of the Oregon income tax 
law is not for application in the case of 
payments of salary or wages to federal 
employes... .” ° 

Oregon could have aggressively used 
the same argument in regard to the 
withholding feature of the Federal in- 
come tax law in the case of payments 
of salary or wages to State employes, 
but chose, however, to acquiesce and 
continue Federal income tax withhold- 
ing for the convenience of State em- 
ployes. Under these circumstances the 
term “cooperation” was a one-way 
street so far as Oregon was concerned, 
and one gets a little weary of reading 
current professional reports and hear- 
ing glamorous official statements about 
Federal-state tax cooperation and co- 
ordination. Oregon still had the em- 
barrassing problem of trying to collect 
the State personal income tax from the 
temporarily assigned Federal employes 
within the State and from certain Fed- 
eral employes working in Oregon but 
residing across the State line. 

The State Tax Commission’s pre- 
liminary withholding tax instructions 


8Letter of Comptroller General of the United 
States to Attorney General of the United States, 
dated January 6, 1948, signed by Lindsay C. Warren. 
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required every employer, regardless of 
whether or not such employer was situ- 
ated within the State of Oregon, to 
withhold with respect to employes regu- 
larly employed within the State, and 
also required every Oregon employer 
to withhold with respect to wages and 
salaries paid to Oregon employes who 
worked or resided either inside or out- 
side of Oregon. The latter require- 
ment was immediately protested on the 
grounds that an Oregon employer 
would have the impossible task of dis- 
covering those employes working in a 
plant outside the State who came within 
the meaning of the commission’s ruling. 
In the final printed withholding tax 
instructions, State withholding was not 
required in the case of wages paid by an 
Oregon employer for services rendered 
wholly outside the State in an office or 
plant situated in another state, even 
though the employe was a resident of 
Oregon. If, however, the office or 
headquarters to which such employes 
reported was located in Oregon, the 
Oregon employer was held liable for 
the withholding tax with respect to all 
domiciliary or statutory residents of 
the State, even though their services 
were rendered wholly without the 
State. 

In brief, the final ruling had been 
rephrased as a matter of employer con- 
venience. The commission simply did 
not wish to place the chore of discrimi- 
nating between Oregon and non-Ore- 
gon residents upon the Oregon em- 
ployer. 

A vigorous campaign to instruct all 
employers coming within the meaning 
of the Oregon withholding tax law was 
initiated early in 1948. Printed in- 
structions and withholding tax forms 
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were immediately mailed to all known 
Oregon employers. The Federal with- 
holding tax mailing list and county 
agents’ lists of farm employers were 
used to good advantage in this respect. 
Local newspapers and radio stations co- 
operated with the State Tax Commis- 
sion in giving extensive publicity to the 
new withholding tax act; and _ local 
business associations briefed their mem- 
bers as to employers’ duties under the 
law, as did certain farm groups. This 
widespread publicity stimulated im- 
mediate employer compliance to a large 
extent, but not complete compliance. 


Withholding Tax Forms and Reporting 


Many employers outside the farm 
group had been conditioned to the 
mechanics and necessity of withholding 
for a number of years. Along with 
the Federal income tax withholding and 
the unemployment and old-age insur- 
ance tax programs, various other pay- 
roll deductions plans, such as employe 
purchases of U.S. Treasury bonds, pay- 
ments of life insurance and hospitali- 
zation premiums, regular savings plans, 
and withholding for union dues, had 
been in effect for many years when the 
Oregon withholding tax became law. 
In addition, as previously indicated, 
some of the procedural machinery for 
reporting to the State certain income 
payments made to individuals was al- 
ready in operation. For a number of 
years, income-payors had filed an annual 
information statement and affidavit, 
form 96, reporting the number of forms 
99 attached. A separate form 99 was 
attached for each payee whose income 
was required by law to be reported by 
the payor. 

By 1948, considerable attention and 
a great deal of discussion had been di- 


rected to the employers’ point of view 
on compliance burdens, and the State 
Tax Commission was intensely inter. 
ested in a simplified State withholding 
tax report procedure that could be 
easily integrated by the employer into 
his payroll accounting system and that 
would be acceptable to and under. 
stood by the farm employer group. 
Since the State withholding tax was 
simply 1 per cent of total wage pay- 
ments regardless of the individual em- 
ploye’s taxable income bracket or mari- 
tal or dependency status, the employer 
was not required to record employe ex- 
emption certificates, as required by the 
Federal Government on form W-4, nor 
did he have the task of referring to 
various tables for computing the 
amounts of tax to be withheld. Quar- 
terly reports on form 96-W, compar- 
able to the Federal report form W-l, 
accompanied by a remittance for the 
amount of tax withheld, were to be 
filed showing the amount of total pay- 
roll, the amount of tax withheld, and 
any adjustment for preceding quarters. 

After the close of the calendar year, 
or within thirty days after the termi- 
nation of employment of any employe, 
the employer was required to furnish 
the employe an individual earnings 
statement, form 99-W, corresponding 
to the Federal withholding statement 
form W-2, showing the total amount 
of wages paid to the employe for the 
period of his employment during the 
year and the total amount withheld for 
both Federal and State income tax pur- 
poses. Employers with large payrolls 
were permitted to make up their own 
printed forms of individual earnings 
statements, conforming with State and 
Federal regulations so that both the 
State and Federal requirements could be 
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met in one operation, thus eliminating 
a duplication of work and additional 
clerical expense. 

A copy of each individual earnings 
statement was to be filed along with 
an annual reconciliation report, form 
96-R, which for all practical purposes 
was the same as Federal form W-3. 
Form 96-R reported the number of in- 
dividual earnings statements which were 
transmitted therewith and the total 
amount of tax withheld by the em- 
ployer for the entire year. The 1948 
State reconciliation report either listed 
the name, address, wage payments, and 
the amount of tax withheld for each 
employe; or two copies of form 99-W 


for each employe were attached. This- 


requirement alternative for the 1948 
annual reconciliation report was neces- 
sary Owing to the fact that the employe 
did not have to attach a copy of his 
form 99-W to his 1948 individual in- 
come tax return. This, of course, was 
a mistake which was corrected in the 
following year by simply adopting the 
Federal procedure requiring a copy of 
the employe’s annual individual earn- 
ings statement to be attached to his 
personal income tax return. There- 
after, on form 96-R the employer 
merely attached one copy of form 
99-W for each employe, listed the total 
number of individual earnings state- 
ments, and reported the aggregate 
amount of tax withheld reconciled to 
his quarterly remittances. 

The information statement, form 99, 
comparable to Federal form 1099, was 
still used where income payments to in- 
dividuals were made but which pay- 
ments were not subject to State with- 
holding. The annual information re- 
port and affidavit, form 96, was still 
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used to report the number of separate 
forms 99 filed. 

In general, Oregon, backed by the 
Federal experience and because most 
employers were familiar with the 
Federal system, had simply adopted as 
much of the current Federal reporting 
procedure as was absolutely essential 
for effective State withholding tax ad- 
ministration. 


Withholding Tax Department and 


Enforcement Procedure 


The organizational inception of an 
efficient withholding tax department 
was hampered because of the over- 
cautious approach made initially by the 
commission and because immediate ad- 
equate working space was not easily ob- 
tainable. Generally speaking, how- 
ever, after an introductory skirmish, 
the administration of the withholding 
tax presented few difficulties in cost or 
personnel, 

The income tax division of the State 
Tax Commission from its beginning 
was organized into functional units, 
such as the auditing department, legal 
department, and accounting depart- 
ment. A special withholding tax de- 
partment was organized within the in- 
come tax division to function primarily 
as a clerical unit with responsibilities in- 
cluding the routine policing of employe 
compliance and making refunds. This 
department was integrated into the 
functional system of the division and 
simply became one cog in the over-all 
income tax processing and enforcement 
machine. In brief, the new department 
was a clearing house on all questions 
pertaining to the withholding tax. It 
distributed withholding tax forms; 
processed the employer reports, main- 
taining a permanent file; checked for 
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delinquent employer filings; and it had 
the mechanical function of making re- 
funds after a rapid “ preaudit” had 
been accomplished by the auditing de- 
partment. Withholding tax cash con- 
trol and bookkeeping were at first a 
dual function between the withholding 
tax and accounting departments. At 
the present writing, however, the ac- 
counting department has complete 
bookkeeping control. Detailed audit- 
ing and checking were left entirely to 
the office auditing staff of the audit de- 
partment, including the mechanical fol- 
low-up action, while any special investi- 
gation was handled by the field audit- 
ing staff of that department. 

It is not possible to determine pre- 
cisely the costs directly attributable to 
the administration of the withholding 
tax act because it is difficult to isolate 
all the cost factors involved. The cost 
of personnel, equipment, and office sup- 
plies, including reporting forms, which 
can be directly allocated to the with- 
holding tax department is currently 
averaging less than $10,000 a month or 
approximately $100,000 a year. Any 
total amount of expense which can be 
allocated to the withholding tax depart- 
ment means very little as an index to 
additional income tax collection costs, 
because it does not take into consider- 
ation that a large percentage of these 
would be properly allocated to other 
departments if withholding were not in 
effect. As a matter of fact, when all 
the factors are considered, it more ob- 
viously seems that the withholding tax 
will reduce, rather than increase, the 
over-all income tax administrative 
costs. These factors are: 

1. Installment Tax Payment Ac- 
counts.—According to the 1948 rec- 
ords, 122,163 individuals took advan- 
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tage of installment payment of their 
1947 State income taxes. The cost of 
preparing and mailing the installment 
notices averaged about $5,000 a quarter, 
and the cost of processing, banking and 
bookkeeping in connection with these 
accounts represents a similar expense, 
During the first part of 1949 there 
were more than 17,000 of these accounts 
deliquent for one or more quarters, and 
deliquency notices had to be mailed, 
Then, under the law, formal distraint 
warrants were issued on unpaid bal- 
ances and forwarded to the county 
sheriffs for collection. Most of these 
unpaid balances were small and the cost 
of collecting and trying to collect was 
highly excessive for the amounts in- 
volved. In 1949, practically all of 
these small and doubtful accounts were 
eliminated by the withholding tax, and 
the total number of installment tax 
payment accounts dropped to 33,867. 
2. Delinquent Returns.—The 1947 
information returns, forms 99, filed by 
employers, revealed that about 50,000 
individuals received taxable income in 
1947 without filing returns. The cost 
of apprehending and collecting the tax 
from these delinquents would have been 
reduced substantially by tax withhold- 
ing. 
3. Taxable Returns Filed Without 
Proper Remittance.—Over 10,000 per- 
sons sent in their 1947 taxable re- 
turns without remittances. Appar- 
ently, many taxpayers had other obli- 
gations to meet and could not pay even 
a quarter of a year’s tax at the end of 
the filing period. The withholding tax, 
effective for the tax year 1948, pre- 
vented a large recurrence of these de- 
linquencies during the 1949 filing pe- 
riod and the cost involved in 
collection. As compared with the 1947 
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* no-remits,” less than 3,500 taxable 
1948 returns had been filed without 
proper remittance at the end of the 
1949 filing period. 

4. Rush at the End of Filing Period.— 
Approximately 50 per cent of the 1947 
individual returns were filed during the 
last week of the 1948 filing period, and 
long lines of taxpayers waited at both 
the Salem and Portland offices to get 
service. During the 1949 filing period, 
the withholding system substantially re- 
duced this last-minute rush and per- 
mitted the income tax division to 
render more economic and efficient 
service in the over-all tax adminis- 
tration job. 

Currently, on an annual basis, total 
withholding tax receipts amount to 
$12,500,000, with approximately $2,- 
000,000 being refunded. The number 
of 1948 forms 99-W on hand January 
1, 1950, for which no 1948 individual 
income tax returns were filed totaled 
$67,434, upon which $2,160,198 had 
been collected through withholding. 
Of this amount, it is estimated that 
$600,000 is a windfall gain, that is, that 
refunds are due but will not be claimed. 
The remainder, it is estimated, will 
actually be tax assessments when and if 
returns are filed. Withholding auto- 
matically had prevented a substantial 
loss of revenue on thousands of uncol- 
lectible accounts and on hidden or 
small tax liabilities otherwise unassessed 
because of the prohibitive cost involved 
in enforcing collection of such minor 
amounts. 

It appears that costs of administra- 
tion of the withholding tax are compar- 
atively low in view of the adminis- 
trative benefits received by such a front- 
line current-at-the-source enforcement 
system. Actually, the unclaimed re- 
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funds alone, amounting to $600,000, 
constitute a substantial windfall gain 
which more than pays for the cost of 
administering Oregon’s collection-at- 
the-source system. 


Analysis of 1948 Returns 


As anticipated, withholding tax col- 
lections for the year 1948, representing 
three quarterly payments by employers, 
amounted to a little over $9 million. 
Last-quarter employer remittances were 
due and payable January 30, 1949, and 
with these payments, the total taxes 
withheld on salary and wage payments 
during 1948 amounted to $12,548,- 
748.50. The number of employer re- 
turns and the amounts of quarterly 
payments received for the tax year 1948 
were allocated as follows: 














Number of Withholding Tax 
Quarter Returns Collected 
SS RE 36,139 $ 2,796,117.49 
ENS 36,792 2,933,510.80 
UE thon wees 42,792 3,437 ,264.71 
WU Sccss aoe 38,351 3,381,855.50 
Tt sins 154,074 $12,548,748.50 





Withholding tax collections derived 
from 1948 salary and wage payments, 
amounting to $12,548,748.50 as of 
December 31, 1949, were largely ap- 
plied as tax credits or refunds on 1948 
individual income tax returns filed dur- 
ing 1949. 

Personal income tax returns for the 
tax year 1948 filed during 1949, upon 
which a refund had been claimed, 
totaled 200,762. Of this total, 136,- 
554 were taxable returns, 49,345 were 
nontaxable, and 14,863 had preaudit 
adjustments which reclassified them as 
having a tax due instead of a refund, 
or which reduced the amount of refund 
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to less than $2.00. Of the 185,899 re- 
turns upon which refunds were actually 
due, the commission, by December 
31, 1949, had issued 171,690 refund 
checks, aggregating $1,823,769.19. 
The amount of tax withheld on these 
171,690 returns totaled $3,614,311.90 
and the aggregate amount of tax shown 
to be due was $1,790,542.71. 

In addition to the amounts of with- 
holding taxes applied as tax credits or 
refunds, $35,584.29 was transferred by 
the commission as a credit to old de- 
linquent accounts. 

The tabulation of the 1948 taxable 
individual returns classified according 
to adjusted gross income brackets is pre- 
sented in Table 4. A comparison of 
the 1947 data, appearing in Table 3, 
with the 1948 data reveals that the 
number of taxable returns decreased 
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from 505,693 in 1947 to 375,628 in 
1948. This decrease is attributable to 
(1) a change in the individual income 
tax return which permitted married 
couples taking advantage of the 1947 
State community-property law to fik 
one form, which decreased the total 
number of returns filed by approxi- 
mately 120,000; and (2) the increase in 
personal exemptions allowed taxpayers 
on 1948 incomes, which reduced the 
number of taxable returns filed by an 
estimated 50,000. Proper adjustment 
for these two important factors would 
disclose that the number of 1948 taxable 
personal returns, in reality, increased 
over the 1947 taxables by about 40,000, 
This increase was partly due to the 
economic expansion in 1948 and in 
some measure can also be properly at- 
tributed to the State withholding tax 


TABLE 4 


ANALYSIS oF 1948 TaxaBLe INpIvipuat Returns CLassiriepD ACCORDING TO 
Apsustep Gross INcoMp Brackets * 


(Money figures in thousands) 























eies State Income Tax eer 
— Numberof Adjusted . ax Rateos 
—— Returns GrossIncome With- i, Refund Tax Adie 
held Tax Due Due Assessed (Per Cent) 
Under $1 ..... 7,020 $ 6,689 $ 4 $ 4$¢es $ BY 0.18 
a pee 46,110 75,501 520 141 172 489 65 
, eee 92,365 246,533 1,794 785 606 1,974 80 
Se Pare 102,028 371,020 2,806 1,355 589 3,572 96 
oe ree 54,869 256,581 1,862 1,438 93 3,207 1.25 
Sy ae ee 43, ‘669 265,293 1,753 2,584 15 4,322 1.63 
Sh Dee 15,007 128,086 546 2,358 veal 2,904 2.27 
Te Be . ccc 10,030 144,145 305 4,617 iin 4,922 3.41 
20- 30 ..... 2,372 58,968 79 2,308 eteé 2,386 4.05 
30- 40 ..... 894 33,928 56 1,399 5 68 1,455 4.29 
40— 50 ..... 428 19,916 12 839 Sale 851 4.27 
Over 50 ..... 836 83,450 64 3,255 tea 3,319 3.98 
| 375,628 $1,690,111 $9,843 $21,082 $1,512 $29,413 1.74 





*“ Adjusted Gross Income” is gross receipts less trade and business expenses (including the 
expenses of acquiring an income) but without allowance for personal deductions, exemptions, 
and dependency credits for tax purposes. “ Adjusted Gross Income” from salaries and wages 
substantially represents total income before taxes. 


Nore: Details may not add to totals because of rounding. Effective rates computed from 
unrounded data. 
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law. The number of taxable and non- 
taxable returns filed 1945-48 is shown 
in Table 5. 


TABLE 5 


NuMBER or Personat INcoMe Tax 
Returns Ficep 











Tax Year Taxable Nontaxable Total 
1945 ...... 277,765 79,481 357,246 
| ae 305,505 86,222 391,727 
EE a6 co 505,693 41,104 546,797 
Me iceees 375,628 88,379 464,007 





The total amount of State tax as- 
sessed on 1948 individual returns was 
approximately the same as that assessed 
on the 1947 returns. This is astonish- 
ing in view of the fact that in 1948 the 
income tax base had been narrowed by 
an increase in personal exemptions. 
According to the 1948 data, if personal 
exemptions had remained the same as 
established in 1947, over $5 million 
would have been assessed in addition to 
the $29,413 thousand as tabulated in 
Table 4. The number of 1948 forms 
99-W on hand January 1, 1950, upon 
which $2,160,197.55 had been collected 
through withholding but for which no 
personal returns had been filed, largely 
reflects additional assessments and wind- 
fall gain not indicated in the total 1948 
tax assessment figure. 

In reconciling the total amount of 
withholding tax actually collected for 
the tax year 1948, $12,548,748.50, 
with the total amount shown to be 
withheld in Table 4, the nontaxable re- 
turns must be taken into consideration. 

Eliminating the amount collected 
through withholding but for which no 
personal returns had been filed, $2,160,- 
197.55, from the total amount of with- 
holding tax collected and allocated to 
the tax year 1948 results in a balance 


OREGON’S WITHHOLDING TAX 


211 


of $10,388,550.95 collected in advance 
on both taxable and nontaxable returns. 
The amount of refunds on nontaxable 
returns totaled $545,328.79 which, 
when subtracted from the amount 
withheld on the total personal returns 
filed, reconciles with the aggregate 
amount of tax withheld as reported 
on the 1948 taxable returns, $9,843,- 
222.16. 

According to the withholding tax 
department, the total amount of with- 
holding tax refunds issued for the tax 
year 1948 will be a little over $2 million 
when the accounts are finally closed. 

The average effective rate of State 
tax amounted to 1.74 per cent on 1948 
adjusted gross income, and almost 80 
per cent of the 375,628 taxable returns 
received were filed by taxpayers who 
reported the major portion of their in- 
come as salary and wage payments. 
According to the statistical analysis in 
Table 4, the largest concentration of 
taxable returns filed fell in the $3,000- 
$4,000 adjusted gross income bracket 
having an average effective tax rate 
approximately in line with the 1 per 
cent withheld on total wage payments 
as provided by law. Based on 1948 
rates and exemptions, a single person’s 
effective rate of tax reaches 1 per cent 
at $1,800 of adjusted gross income; 
whereas, the effective rate of a married 
couple filing on a community-property 
basis reaches 1 per cent at an adjusted 
gross income of $3,600, and married 
couples with two dependents would 
have an adjusted gross income of $4,100 
before their effective rate would 
amount to 1 per cent. 

Despite the fact that the State with- 
holding tax concept had been conceived 
and designed on a broader personal in- 
come tax base, the statistical analysis 
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of the 1948 returns reveals that the 
rate of 1 per cent withheld on a nar- 
rowed tax base in 1948 was justified not 
only because it still conformed to the 
original legislative purpose of State 
withholding, but also because it pro- 
vided, for that year, the most practical 
rate from the administrative point of 
view. 


Withholding from Farm Wages 


At the beginning of 1948, the new 
and small withholding tax department 
was flooded with inquiries which were 
answered not only by complying with 
the individual requests, but also by re- 
leasing mimeographed “ question and 
answer” papers of a general nature. 
Most of the inquiries were from farm 
employers; and the commission, becom- 
ing aware of the prevailing employer 
uncertainties, released separate instruc- 
tions applicable to tax withholding on 
farm wages. These supplemental in- 
structions pointed out that no excep- 
tion was made by the law for employers 
of labor harvesting seasonal crops, even 
though the record keeping of withhold- 
ing wages might be particularly 
troublesome. Methods and suggested 
procedures to follow in the case where 
the farmer employed transient or tem- 
porary help whose earnings were small 
and whose periods of employment ex- 
tremely brief were set out with the 
objective of enabling the farmer to ful- 
fill the requirements of the law with the 
least possible record keeping. 

Despite these guides, many agricul- 
tural employers maintained that their 
cost of compliance was running ridicu- 
lously high in comparison with the 
amounts withheld and, as a _ conse- 
quence, many came to the conclusion 
that it would be cheaper simply to pay 
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the amount of withholding tax due out 
of their own pockets. Accordingly, a 
number of employers of temporary 
harvest help paid quarterly the 1 per 
cent tax on their total payroll without 
withholding from wages paid and sub- 
mitted their annual returns without in- 
cluding information as to their em- 
ployes. This type of action was con- 
trary to the expressed purpose of the 
withholding tax act, and it did not 
solve the employers’ problem of filing 
forms 99-W for each employe. 

The harvest labor force in Oregon is 
substantially made up of migratory and 
casual workers, including school chil- 
dren, and in many cases the problem of 
withholding 1 per cent of wages paid 
to this group was alleged to be further 
aggravated by their threat to work for 
an employer who actually was not act- 
ing as a withholding agent for the State 
as defined by law. Since a segment of 
the seasonal farm labor force is a low- 
income group living at or close to the 
subsistence level, even a small reduc- 
tion in current money wage payments 
is vigorously resisted. The imposition 
of State withholding upon this group 
apparently had placed the complying 
employer, who actually tried to follow 
withholding instructions, in a very 
awkward positon. It also must be kept 
in mind that at this time an employes 
market prevailed and other industry 
was competing with agriculture for this 
type of labor. 

The higher the rate of labor turn- 
over, the more exasperating was the 
problem confronting these employers 
of seasonal farm labor. Testimony was 
presented to the legislative tax com- 
mittees in 1949 which indicated that the 
industry had such a high turnover of 
labor that in order to keep 100 people 
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steadily employed during a month to 
harvest crops, 800 separate hirings had 
to be made. Other testimony indi- 
cated that certain agricultural em- 
ployers had such a large labor turnover 
that the cost of compliance in with- 
holding tended to equal the aggregate 
amount withheld.® Several of the local 
State Employment Service Offices esti- 
mated that employers of seasonal farm 
labor having housing facilities had an 
average monthly turnover in their labor 
force of 25 per cent, while the agri- 
cultural employers who depended upon 
local area workers driving to the job 
during harvest season had an average 
monthly turnover of 50 per cent. The 
extreme example was those employers 
who came into town and recruited and 
personally transported farm help to the 
fields. This employer group had a 
labor turnover of from 40 to 90 per 
cent per trip, depending upon the crop 
to be harvested.*® 

In general, Oregon’s withholding tax 
concept as actually applied to the wages 
of labor connected with the harvesting 


® Unpublished minutes of the House Committee on 
Taxation, 1949 (Salem, Oregon), Ralph D. Moore, 
Chairman; and the unpublished minutes of the Senate 
Assessment and Taxation Committee, 1949 (Salem, 
Oregon), Dean H. Walker, Chairman. 


10 Labor turnover in seasonal crops is the product 
of several factors and is not confined to the casual 
character of the labor force. It varies between 
crops, being high in hand-picked beans, berries, and 
hops, and low in machine-picked peas, potatoes, and 
sugar beets. It varies with the weather, being high 
when rain enforces long periods of idleness, low when 
uniform weather prevails. It is particularly in- 
fluenced by crop conditions on individual farms and 
wage rates, for when these combine to provide good 
earnings, turnover is low even in berries, hops, and 
beans. It depends in no small part on the managerial 
ability of the farmer, his treatment of workers, pro- 
Vision of adequate sanitary facilities, efficient flow of 
work and materials, and condition of the crop. 
Generalizations about turnover are hazardous and 
often misleading. 
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of seasonal agricultural crops did not 
adhere to the previously stated standard 
or criterion of striking a proper balance 
among the State in its cost of ad- 
ministration, the employer as a collect- 
ing agent, and the taxpayer and his ulti- 
mate tax liability. 

The State’s expense in preparing and 
processing the additional large volume 
of forms and returns applying only to 
the casual farm labor group was highly 
disproportionate to the amount of net 
revenue involved. 

The farm employer acting as a with- 
holding agent had a disproportionate 
compliance burden when withholding 
on casual farm employes whose earnings 
were small and whose period of employ- 
ment extremely brief, and, in addition, 
the publicity of an extremely dispro- 
portionate compliance cost was under- 
mining the over-all acceptance of the 
act. 

Since the marginal farm worker did 
not potentially have a personal income 
tax liability, a State withholding tax 
imposed upon him at a flat rate, with no 
provision for personal exemption and 
dependency credits and with only the 
provision for adjustment at the end of 
the fiscal period, had the possible effect 
of impinging upon his subsistent level." 
Although a refund would be made later 
if a return was filed, he was desperately 
in need of every penny he earned while 
he was working. These workers were 
not only unstable in employment but 
also in residence, and few of them fully 
understood the State’s personal income 
tax law and subsequently very few 


11fn a technical sense, however, where the casual 
farm employe was an Oregon resident for only a part 
of a year, the allowable exemption and credits would 
be apportioned according to the fraction of year such 
status was occupied (section 100-1613, O.C.L.A.). 
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would actually bother to file a return 
to receive a refund. 

There was little justification for the 
State’s withholding tax concept to in- 
clude, in general terms, the casual farm 
wage earner group, and there definitely 
was no advantage of a collection-at-the- 
source system as an administrative 
measure applied to this group. How- 
ever, Oregon’s withholding concept as 
applied to seasonal farm wages other 
than on the casual farm employe was 
administratively justifiable, as long as 
the proper balance was not vitally dis- 
turbed among the taxpayer, the em- 
ployer, and the State. 


Amendments, 1949 


The first tax debate which arose dur- 
ing the regular session of the 1949 
Legislative Assembly was on the issue 
of outright repeal or modified retention 
of the withholding tax act. It did not 
surprise tax administrators when legis- 
lative efforts to secure enough votes for 
repeal were not successful, and that the 
real withholding issue soon centered on 
workable amendments to the law. 

The original concept of State with- 
holding intended that a current collec- 
tion system on salary and wage pay- 
ments have as broad and general a base 
as the administrative ingenuity of the 
State permitted. One year of practice, 
however, had revealed genuine need for 
revision of that concept to fit a sound 
administrative standard while still ad- 
hering to the principal purpose of the 
original withholding plan. If the basic 
withholding purpose was to be main- 
tained, exemption should be extended 
only to wage payments made to the 
casual worker, who potentially never 
had income in the aggregate which 
annually reached taxable proportions 
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under the exemptions and credits 
allowed in the current personal income 
tax law. Withholding on this type of 
wage payment had proved to be ad. 
ministratively impractical in Oregon 
during 1948. 

If there was little justification for 
Oregon’s withholding law to include 
the casual farm wage earner group, then 
the question arose whether exemption 
should also be granted to wage pay- 
ments made to seasonal workers of 
other major Oregon industries, such as 
timber harvesting and food processing, 
The question related to exemption by 
class. Precisely where and how was 
the line to be drawn without undermin- 
ing the very purpose of State with- 
holding? 

Legislative action on amending the 
withholding law finally concentrated on 
two bills, House Bill 41 and House Bill 
124. 

House Bill 124 had a much broader 
concept of a State withholding tax base 
than did House Bill 41. The amend- 
ment to the State withholding law, as 
embodied in House Bill 124, merely 
simplified employer reporting by pro- 
viding that the employer would not be 
required to report to the commission 
any particulars concerning the name, 
address, amount of wages paid, or the 
amount of tax deducted, with respect 
to an employe to whom the employer 
paid less than $100 during the calendar 
year, unless at the specific request of 
the employe; but did not relieve the 
employer from the duties of withhold- 
ing the tax from the wages paid to such 
an employe and of remitting these 
amounts to the commission. This 
change, which had considerable adminis- 
trative merit, more or less broke with 
the original withholding concept which 
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was simply a method of collecting the 
rsonal income tax, not a supplemen- 
tary tax. It had, for all practical pur- 
s, redefined withholding more in 
line with a theory of a gross income tax 
on salaries and wages for those in the 
lower income brackets, and yet did not 
include other income payments made to 
individuals. On the other hand, House 
Bill 41, which was finally adopted, 
simply eliminated withholding from 
wages paid to certain employes of a 
casual nature and did not exempt all 
agricultural employes or all seasonal 
workers. 

Amendments to the withholding tax 
law, Chapter 410, Oregon Laws 1949, 
became effective June 1, 1949, and pro- 
vided, in part, that no amount would 
be deducted or retained from: 


. «+ (c) wages paid for domestic service 
in a private home, a local college club, or a 
local chapter of a college fraternity or 
sorority, (d) wages paid for casual labor not 
in the course of the employer’s trade or busi- 
ness, (e) wages paid to part-time employes 
whose services to the employer consist solely 
of labor in connection with the planting, 
cultivating or harvesting of seasonal agri- 
cultural crops, or (f) wages of seamen 
which are exempt from garnishment, at- 
tachment or judgment under sections 596, 
§97, 598, and 601 of Title 46 of the United 
States Code. 


The withholding tax concept in 1949 
did not include wages paid by farm 
employers who hired extra help to en- 
gage in the planting, tilling, or harvest- 
ing of agricultural crops, but the con- 
cept retained the withholding principle 
as to all other farm employes. The ex- 
emption granted farm employers did 
not in any way apply to full-time em- 
ployes engaged in planting, cultivating, 
or harvesting, along with general farm 


OREGON’S WITHHOLDING TAX 215 


work; it did not apply to part-time 
farm labor employed for indeterminate 
periods; it did not apply to seasonal 
work, even though related to agricul- 
ture, other than planting, cultivating, 
or harvesting. 

The exclusion from the withholding 
tax of wages paid to certain farm em- 
ployes was a restricted and narrow ex- 
emption, its purpose being solely to 
exclude wages paid employes having no 
annual State income tax liability and to 
eliminate the useless withholding me- 
chanics applied to this group by the em- 
ployer and the State. 

The exemption from withholding on 
wages paid domestics and to casual 
labor not in the course of an employer’s 
trade or business was granted on the 
same theory as that allowing exemp- 
tion of wages paid to casual farm 
workers. 

The exemption of wages paid to sea- 
men was simply a recognition by statute 
of court decisions in this matter. 

The effect of these limited exemp- 
tions on 1949 withholding tax collec- 
tions was slight. Total withholding tax 
collections allocated to 1949 amounted 
to $12.3 million as compared with the 
$12.5 million withheld in 1948. 

Paragraph 5 of the original act, ex- 
empting employers from withholding 
on their aggregate payroll when it did 
not exceed $50 during the calendar 
month, was deleted entirely from the 
law by Chapter 410, Oregon Laws 
1949. Oregon’s withholding concept 
no longer included a payroll minimum 
below which it was not necessary to 
withhold. 

The original law provided refunds 
would not be made where the amount 
of the excess withheld was less than $2. 
This provision was inserted in the origi- 
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nal act to do away with the adminis- 
trative cost involved in making a 
refund of $2 or less. However, the 
constitutionality of this provision was 
questionable and the law was amended 
in 1949 to read as follows: 


. . . No refund shall be made to an 
employe who fails to file a return under 
section 110-1616, as amended, within two 
years from the due date of the return in 
respect of which the tax withheld might 
have been credited. In the event that the 
excess tax deducted is less than one dollar, 
no refund shall be made unless specifically 
requested by the taxpayer at the time such 
return is filed and in no event shall such 
excess be allowed as a credit against any tax 
accruing on a return filed for a year subse- 
quent to the year during which such excess 
was withheld. 


The refund minimum was reduced 
from $2 to $1, as it was believed this 
would be sufficient to prevent dispro- 
portionate administrative costs in proc- 
essing very small refunds, and, at the 
same time, refunds would not be denied 
if specifically requested, which rem- 
edied the question of constitutionality. 
However, under the withholding tax 
concept as applied in Oregon, there 
seemed little justification for not auto- 
matically making refunds regardless of 
the amount involved, especially in view 
of the fact that withheld amounts col- 
lected in excess of given tax liabilities 
were not voluntary overpayments. For 
the tax year 1948, the $2 limitation 
barred refunds on approximately 6,000 
returns. 

The limitation on the time in which 
an employe could file a return to claim 
a refund was a logical administrative 
amendment. 


Chapter 410, Oregon Laws 1949, 
also clarified withholding tax credits 
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applied by taxpayers on returns filed on 
a fiscal year basis, since the original law 
was not specific on this subject. 
Amendments in 1949 also effectively 
strengthened the administration of the 
withholding tax act by providing spe- 
cific penalties, fines, and punishments 
for employers who violated the with. 
holding provisions. Penalties and inter- 
est became a lien on the entire assets of 
an employer delinquent in the payment 
of tax withheld. The provisions of sec- 
tion 110-1627, O.C.L.A., relating to 
penalties, interest, misdemeanors, and 
arbitrary assessments were applicable to 
employers subject to State withholding, 
and for these purposes any amount de- 
ducted or required to be deducted and 
remitted to the commission was to be 
considered a tax of the employer, and 
with respect to such amounts he would 
be considered as a taxpayer. Employers 
violating the withholding act without 
fraudulent intent were subject to a 
maximum penalty of $1,000 for any 


failure to comply with the law. Since. 


the employer is required by law to file 
a return to cover each calendar quarter 
as to the amounts of money withheld, 
together with remittance, and an an- 
nual reconciliation return, the possibil- 
ity exists that he could be held liable 
for a number of separate violations 
over a calendar year, each of which 
could cost him a penalty of $1,000. It 
would not be necessary for the State to 
prove willful intent and fraudulent 
purpose on the part of the employer in 
order to recover these penalties. How- 
ever, if such intent and purpose did 
exist and was established, the employer 
would be subject to an additional 
$1,000 fine and imprisonment. 

By July 1, 1949, the withholding tax 
department estimated that about 2,500 
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employers had neglected to report and 
remit payroll withholding tax deduc- 
tions collected by them in 1948. Pos- 
itive identification had been made on 
about two-thirds of this group by Janu- 
ary 1, 1950. By April 15, 1950, col- 
lections had been effected on approxi- 
mately 1,000 of these delinquent 
accounts, while 415 employer accounts 
had been transferred to distraint war- 
rants with a total withholding tax 
liability of $141,155.65. 

The glaring imperfections of the 
withholding tax law had been removed 
with the 1949 amendments to the act, 
and, although the administration of 
Oregon’s collection-at-the-source sys- 
tem was not devoid of problems in 
1949, the mechanics of the system be- 
gan to function smoothly and without 
conflict. At the close of 1949 the 
withholding tax department had an 
almost complete current register of em- 
ployers with assigned identification 
numbers. Refunds claimed on 1949 
returns were given a rapid-fire “ pre- 
audit ” and refunds due were initiated 
at once. 


Fiscal Effects and Conclusions 


The question whether the personal 
income source of taxation should be 
utilized exclusively by the Federal Gov- 
ernment while the State reso:ted to 
other sources of revenue was resolved in 
Oregon in 1930. A personal income 
tax at the State level was enacted for 
additional revenue for general govern- 
mental purposes rather than increasing 
taxes on property, and was politically 
justified on the ground of “ property 
tax relief.” Other factors, of course, 
played an important part in the enact- 
ment of the tax. For example, a per- 
sonal income tax was in the direction 
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of conforming to a recognized principle 
of modern taxation in directly taxing 
individuals according to ability to pay. 
Oregon’s personal income tax had con- 
fined itself to a broad-based tax with 
moderate progression. Net income was 
selected as a logical yardstick to measure 
ability to pay, and a progressive rate 
feature was selected as a means to de- 
fine and to defend the economic and 
social objectives of the state. 

If the over-all State tax structure was 
to have other than regressive elements, 
Oregon would have to depend upon an 
adequate contribution from the per- 
sonal income tax to support State gov- 
ernment. By 1937, it was generally 
accepted that both personal and corpo- 
rate income taxes should provide the 
largest share for State general fund ex- 
penditures, and, in recent years, Oregon 
relied more and more on personal in- 
come taxation to finance the require- 
ments of the State. When personal 
income taxation begins to play an im- 
portant role at the state level of gov- 
ernment, effective administration is 
imperative for both equity and success. 

The personal income tax base, as 
defined by law in 1947, was broad 
in scope, patterned to cover the 
small incomes. Ineffective adminis- 
tration would, of course, narrow that 
statutory base and limit the produc- 
tivity of the tax. One of the most im- 
portant developments to assure reason- 
able income tax compliance was the 
information-at-the-source device of 
checking self-assessments. To imple- 
ment effectively the administrative 
machine to assure a more positive and 
current procedure, a withholding tech- 
nique of income tax collection had to 
be developed at the state level. 

The withholding tax concept as 
developed in Oregon was essentially 
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concerned with a wage and salary with- 
holding system; administrative sim- 
plicity had dictated a flat rate on total 
wage and salary payments with little 
exception. Since the effective rates of 
the State income tax were moderate and 
nowhere near those of the Federal tax, 
the compliance and administrative 
burdens attendant to fitting a graduated 
withholding schedule into the State in- 
come tax framework could not be 
logically justified. 

The administrative and compliance 
goal of simplicity had also sacrificed to 
some degree the administrative principle 
of equal treatment for all taxpayers. 
Wage payments were currently with- 
held as the wage earner’s tax liability 
grew while at the same time the non- 
wage income recipient could be on an 
installment basis of paying a prior 
year’s personal income tax liability. 
This problem of equity could be a pro- 
nounced issue in the transitional period 
of making the shift from the old to 
the new system of personal income tax 
collection. The introduction of a with- 
holding device for convenient tax pay- 
ment would engender a “ doubling up ” 
of personal income tax payments for 
salary and wage earners during the 
transitional tax year. If equal treat- 
ment was to be accorded all taxpayers, 
then the non-wage income group should 
be placed on a comparable pay-as-you- 
go basis through declarations of esti- 
mated State tax and quarterly advance 
payments. However, the State with- 


holding concept was developed as an 
expedient administrative device and did 
not yield to a pay-as-you-go concept as 
such. The Oregon plan had limited 
itself to the development of a strategic 
technique of collecting taxes at the 
source. Placing all groups on a pay- 
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as-you-go basis would, if policed, guar. 
antee a more prompt and certain flow 
of income tax revenue to the State and 
would solve the lack of administrative 
uniformity in tax payment and collec. 
tion procedure, but compliance and ad- 
ministrative requirements then would 
not be simply confined to employer re- 
turns; the plan would involve the ad- 
ditional cost in setting up, processing, 
and policing quarterly non-wage tax- 
payer accounts. A strictly defined pay- 
as-you-go concept would not lend itself, 
at the state level, to administrative effi- 
ciency which the Oregon withholding 
tax plan was designed to achieve. 

As the Oregon withholding system de- 
veloped and was integrated into the State 
tax collection and employer account- 
ing procedures, it synchronized tax col- 
lections with wage payments without 
difficulty. Public relations improved, 
and employers, as withholding agents, 
willingly cooperated with the State, 
Many employers expressed the opinion 
that the State withholding tax law was 
a needed service to their employes 
whereby taxes were paid without a 
sudden annual financial burden. 

The majority of salary and wage 
earners were not opposed to the Oregon 
withholding plan of collecting State in- 
come taxes. Certain groups of organ- 
ized labor, however, objected to the 
withholding concept applying 1 per 
cent on gross wages on the basis that 
“it discriminated against small wage 
earners who normally would owe no 
state income tax and that those in the 
larger income brackets would not have 
a sufficient amount withheld to cover 
their income tax liabilities in full.” 
Nevertheless, when returns were filed, 
most wage earners felt that the State 
had rendered them a convenient pay- 
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ment service in arranging tax payments 
as deductions from their regular pay 


checks. 


Oregon’s withholding tax concept 
subscribed to the paternalistic philos- 
ophy of modern conditions in provid- 
ing a convenient plan of paying taxes. 
Not only was the lag betweeen the re- 
ceipt of income, in the form of wages 
and salaries, and the payment of the 
State income tax liability alleviated by 
the withholding device, but a general 
tax principle which goes back at least 
to the work of Adam Smith and his 
celebrated canons of taxation was ap- 
propriately applied. Withholding fol- 
lowed the principle, “‘ Every tax ought 
to be levied at the time, or in the 
manner, in which it is most likely to be 


convenient for the contributor to pay 
it. se a 13 


Monetary policy some years ago was 
considered by a large segment of the 
professional economists of that gener- 
ation as being the most important 
factor in public policy that could, by 
proper control, promote a more sound 
economy and raise the level of busi- 
ness activity. There is no doubt that 
the monetary policy has influenced and 
will influence the level of prices, but 
in recent years monetary control has 
played only a minor role while fiscal 
policy has received most of the pro- 
fessional and lay attention in the for- 
mation of a national policy to promote a 
healthy economy at high levels of busi- 
ness activity and full employment. 
Even small fiscal operations are given a 
great deal of weight when analyzing 
current economic conditions, and fiscal 
policy at the state level, especially when 
taken collectively, is no small factor in 


12 Adam Smith, Wealth of Nations, Book 5, chap- 
ter 2. 


OREGON’S WITHHOLDING TAX 219 


formulating a well-planned over-all 
fiscal policy. Historically, the fiscal 
operations of state and local govern- 
ments have run contrary to an eco- 
nomically sound fiscal policy. This has 
been aptly called “ fiscal perversity in 
boom and depression” ** and some 
brave plans have been evolved to 
counteract the defect. However, little 
has been said in regard to the local prob- 
lem of perversity in state fiscal oper- 
ations and seasonal fluctuations. In 
other words, since a substantial part of 
the total state and local tax payments 
fall due and payable during the months 
of March and April, to say nothing of 
Federal tax payments during this period, 
personal outlays following slack winter 
months tend to have a depressing effect 
upon seasonal adjustments. This is 
indeed true in the case of Oregon where 
operations of the two basic and pre- 
dominant industries, the agricultural 
and timber products industries, are 
drastically curtailed during the winter 
months. Placing major State tax pay- 
ments on a current-collection-at-the- 
source basis seems a logical approach to 
mitigate the severity of this seasonal 
“dry period” in the Oregon economy. 
In this respect merchants and wage 
earners in general have responded 
favorably to the State withholding tax 
plan. When both Federal and State in- 
come taxes are on a withholding basis, 
taxpayers who have already satisfied in- 
come tax liabilities have a pleasant tend- 
ency to file their returns early, and a 
substantial group, especially in the 
lower income brackets, are receiving re- 
funds instead of making tax payments 
at the end of an otherwise tight finan- 
cial period. 

13 Alvin H. Hansen and Harvey S. Perloff, State 


and Local Finance in the National Economy (New 
York, 1944). 
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Oregon’s withholding tax concept 
can be defined as effecting both ad- 
ministrative and fiscal improvements in 
State finance. The important factors 
involved in the administrative and fiscal 
benefits derived under the Oregon 
withholding tax system are summa- 
rized as follows: 

1. Safeguard and Salvage Factor.— 
Reduces tax delinquencies by improv- 
ing personal income tax compliance 
procedure which substantially insures 
the collection of taxes before the ability 
to pay and the ability to collect dis- 
appear. 

2. Policing Factor—lIncreases ad- 
ministrative efficiency in the policing of 
individual taxpayers through a current 
and effective front-line enforcement 
program. Used as a strategic adminis- 
trative technique of collecting the State 
personal income tax, the withholding 
tax establishes current policing ma- 
chinery primarily aimed at the preven- 
tion of evasion and underreporting, 
either deliberate or unintentional. Sec- 
ondarily, the withholding tax as a polic- 
ing measure will firm up basic collections 
by means of its simultaneous pushing 
effect on both the employer and em- 
ploye to disclose accurately salaries and 


wages either as an expense or income 
item. 

3. Administrative Cost Factor.—En- 
forces collection at a minimum ad- 
ministrative cost and minimizes the cost 
ratio involved in the relation to each 
amount of tax due. Many times, under 
the old administrative method, the 
cost of enforcing collection of small 
amounts, if actually executed, would be 
more than the tax involved. 

4. Paternalistic and Public Relations 
Factor.—Subscribes to a convenient 
payment basis by currently collecting 
taxes at the source. Maintains good 
public relations while enforcing the 
provisions of a broad personal income 
tax base through a current collection- 
at-the-source procedure of administra- 
tion. 

§. Fiscal Control Factor.—Places the 
State on a more sound fiscal basis by 
guaranteeing a more prompt and cer- 
tain flow of income tax revenue while 
not obstructing seasonal adjustments or 
creating a “dry period” in the State 
economy. 

6. Expedient Revenue Production 
Factor.—Provides an immediate pro- 
duction of revenue in the transitional 
period without imposing a new or sup- 
plementary tax. 
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EQUALIZATION OF PROPERTY TAX 
ASSESSMENTS IN CALIFORNIA 


MALCOLM M. DAVISSON and WILLIAM K. SCHMELZLE * 


 gaithte the adoption of new sources 
of revenue in recent years, the 
general property tax still continues as 
the mainstay of local revenue systems in 
California. During the 1948-49 fiscal 
year property taxes levied for the sup- 
port of counties, cities, school districts, 
and other units of local government ex- 
ceeded $784 million.’ The assessed valu- 
ations to which local property tax rates 
are applied are determined partly by 
local assessors and partly by the State 
Board of Equalization. Assessed valua- 
tions also enter into the formulae by 
which substantial amounts of State 
funds are allocated to local units of gov- 
ernment and into the eligibility require- 
ments for the receipt of various State 
aids. Equity in the distribution of the 
property tax burden, in the allocation of 
State funds to local governments, and 
in the payment of State aid to indi- 
viduals requires equalization of assess- 
ments made by numerous independent 
assessing agencies. 


Reasons for Equalization of Assess- 
ments in California 


Prior to amendment of the California 


* Mr. Davisson is professor of economics and chair- 
man of the Department of Economics at the Uni- 
versity of California, Berkeley. Mr. Schmelzle is as- 
sociate professor of business administration at the 
same institution. 


tState Controller, Annual Report of Financial 


‘Transactions of Municipalities and Counties of Cali- 


fornia, 1949. 


Constitution in 1910, the State and its 
political subdivisions derived their prin- 
cipal support from the ad valorem tax- 
ation of general property. The property 
tax rate for State purposes was applied 
to assessed valuations determined by 
county assessors * which formed the base 
upon which county taxes were levied. 
Equalization of individual assessments 
within counties was the responsibility of 
local boards, but the State Board of 
Equalization was charged with the duty 
of equalizing the valuation of taxable 
property among the several counties of 
the State * in order to avoid an unequal 
distribution of the State property tax 
among counties. 

The constitutional amendment of 
1910 * withdrew from local ad valorem 
taxation the operative property of cer- 


2 Except for the franchise, roadway, roadbed, rails, 
and rolling stock of all railroads operated in more 
than one county in the State which were assessed by 
the State Board of Equalization (California Constitu- 
tion, Article XIII, sec. 10). 


8 California Constitution, Article XIII, sec. 9. 
The constitutional provision for State equalization, as 
interpreted by the courts, restricts the authority of 
the State Board of Equalization to increasing or lower- 
ing the entire assessment roll of any county but not 
the individual assessments (Wells Fargo v. State Board 
of Equalization, $6 Cal. 194 [1880]; Sen Francisco 
and N.P.R.R. v. State Board of Equalization, 60 Cal. 
12 [1882]). An order of the State Board of Equali- 
zation increasing an assessment roll requires an in- 
crease in the valuation of all property on the roll 
other than money (People v. Dunn, 59 Cal. 328 
[1881]; Schroeder v. Grady, 66 Cal. 212 [1884]). 


4 California Constitution, Article XIII, sec. 14. 
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tain classes of public utilities ® and im- 
posed upon such companies “in lieu ” 
taxes on gross receipts at prescribed rates 
which were subject to change by two- 
thirds vote of the legislature. Special 
taxes were also provided for bank 
shares,° insurance companies,’ and the 
franchises of corporations not subject 
to the above taxes.* Revenue from these 
sources was to provide for the support 
of the State government, which nor- 
mally would not be required to levy an 
ad valorem tax on property.’ Local 
governments were to derive their reve- 
nue principally from ad valorem taxa- 
tion of “ common ” property—the gen- 
eral property tax base as determined by 
local assessors, 

The 1910 amendment left the consti- 
tutional language with respect to inter- 
county equalization unchanged; *° but 
the abandonment of State ad valorem 
taxation removed the need for such 
equalization by a State agency, and it 
was not until the adoption of a consti- 
tutional amendment in 1933 that this 
function again assumed significance. 

The constitutional amendment of 
1933 "4 deleted as of January 1, 1935, 


5 Railroad companies (including street railways), 
car, express, telephone, telegraph, gas, and electric 
companies [California Constitution, Article XIII, 
sec. 14(a)]. 


6 California Constitution, Article XIII, sec. 14(c). 
7 Ibid., Article XIII, sec. 14(b). 
8 Ibid., Article XIII, sec. 14(d). 


8 Provision was made for a State property tax 
levy in the event that the above-mentioned revenues 
were deemed insufficient to meet the annual ex- 
penditures of the State [California Constitution, 
Article XIII, sec. 14(e)]. With the exception of a 
small tax levied for a few years in connection with 
the Panama-Pacific International Exposition in 1915, 
there has been no State property tax since 1911. 


10 California Constitution, Article XIII, sec. 9. 
11 [bid., Article XIII, secs. 14, 141. 
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the “in lieu ” gross receipts taxation of 
public utilities and provided for ad 
valorem assessment of all property of 
such companies and of intercounty pipe- 
lines, flumes, and canals by the State 
Board of Equalization. All such State. 
assessed property was to be “ subject to 
taxation to the same extent and in the 
same manner as other property.” . 

The return of State-assessed property 
to local tax rolls,’* with the application 
of a common tax rate to both State and 
locally determined valuations, again re- 
quired equalization on a State-wide basis 
if such property was to be taxed to the 
same extent and in the same manner as 
other property. The State Board of 
Equalization undertook to equalize all 
counties on a common level of 50 per 
cent, and after extensive study and pub- 
lic hearings ordered the equalization of 
county assessment rolls in thirty-four 
counties through percentage adjust- 
ments of 1935 valuations. In three 
counties reductions of 10 per cent were 
ordered; in the remaining thirty-one 
counties increases ranged from 5 to 85 
per cent.’* Three additional county 
rolls were increased in 1936, and the 
rolls of three counties which had been 
raised in 1935 were again raised in 
1937.4 The State Board of Equaliza- 
tion reported that “For the year 1938 
studies indicated that no adjustments 


12Tn 1949 State-assessed property returned t 
county assessment rolls exceeded $1.5 billion. For 
the State as a whole such property accounted for 
11.5 per cent of total valuation subject to county 
taxation, with a range of from 5.2 per cent in 
Norte County’ to 67.6 per cent in Amador County. 
State-assessed property returned to city assessment 
rolls was $855 million (Annual Report of the Stale 
Board of Equalization, 1948-49). 


13 Biennial Report of the State Board of Equall- 
zation, 1935-36, p. 8. 


14 [bid., 1935-36, p. 8; 1937-38, p. 8. 
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were necessary to maintain the uniform 
level upon which all counties are now 
equalized.” *° No further adjustments 
have been made to date. 

The State Board of Equalization is 
also charged with the assessment of 
private cars operated over railroads.’® 
The board is directed to equalize the 
value of such private cars with the aver- 
age assessed value of tangible property 
throughout the State as fixed for the 
purposes of county taxation. A tax for 
State purposes computed at the next 
preceding year’s average rate of prop- 
erty taxation is levied in lieu of all other 
State, county, municipal, or district ad 
valorem taxes. This method of taxing 
private cars by the application of an 
average property tax rate adjusted to 
conform to the assessment level prevail- 
ing among the counties presents an ad- 
ditional reason for equalization. 

Equalization of assessments is impor- 
tant, further, in connection with the 
property tax exemption for veterans. 
The California Constitution provides 
that property to the amount of $1,000 
owned by veterans resident in the State 
shall be exempt from taxation when the 
claimant does not own property valued 
at $5,000 or more.’’ By common prac- 
tice the $1,000 exemption is in terms of 
the assessed valuation of taxable prop- 
erty. The constitutional exemption 
thus varies in significance depending 
upon the assessment levels prevailing 
among the several taxing jurisdictions. 


15 [bid., 1937-38, p. 8. 


16 Cal. Stats. 1941, ch. 41; amended by Cal. Stats. 
1945, ch. 501; Cal. Stats. 1947, chs. 665, 860; Cal. 
Stats. 1949, ch. 726. ‘Private car” includes a pas- 
senger car, sleeping car, dining car, express car, re- 
frigerator car, oil or tank car, horse or stock car, 
fruit car, or car designated for the carrying of a 
special commodity, operated upon the railroads in 
this State. 


17 California Constitution, Article XII, sec. 1%. 
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Assessed valuations also enter into the 
formulae for allocating State funds to 
local units of government and for de- 
termining eligibility of individuals to 
receive various State aids. In 1944 
California adopted the principle of allo- 
cating State funds to local school dis- 
tricts in amounts sufficient to guarantee 
a minimum education program through- 
out the State. To attain this minimum 
or foundation program for each unit of 
average daily attendance, the State first 
apportions funds to local districts for 
basic aid. Above this basic aid grant, 
the local district is required to raise an 
amount of property tax revenue equal 
to the yield of a uniform qualifying tax 
rate applied to the district tax base. If 
the sum of State basic aid and property 
taxes raised by local effort falls short of 
providing an amount per unit of aver- 
age daily attendance equal to the amount 
prescribed by the State as a minimum 
guaranteed program (foundation pro- 
gram), the State allocates supplemen- 
tary aid sufficient to provide the foun- 
dation program amount.’® The amount 
of State aid necessary to equalize educa- 
tional opportunity throughout the State 
is determined largely by the extent of 
the local district property tax effort 
which is measured by the amount of 
property tax revenue it can raise at a 
prescribed (qualifying) maximum tax 
rate. Thus school districts located 
within counties where assessment levels 
are high are at a disadvantage with re- 
spect to State equalization aid grants in 
comparison with those located within 
counties with low assessment levels. In 


18 The foundation program per unit of average 
daily attendance in elementary schools currently 
amounts to approximately $148. Provisions regard- 
ing equalization aid are set forth in the Education 
Code, Div. 3, ch. 15, art. 10, secs. 7091-95. 





ig 
ff 
“fl 
» 


Satire =f Ee 


cETEE 
aes 


i Pl ESAS AEN OCI 9 IN 





> Ses eee FS 8 Ee ee 


tt =e 


224 NATIONAL TAX JOURNAL 


addition to State aid in connection with 
the foundation program, the legislature 
in 1947, 1948, and 1949 appropriated 
special sums to aid so-called distressed 
school districts *® where sudden large in- 
creases in enrollments had taxed physical 
facilities and teaching staffs to maxi- 
mum limits. In these allocations the 
effort of the local district, as measured 
by its property tax rate and the close- 
ness to which it had approximated its 
bonded debt limit, was among the fac- 
tors considered. School districts located 
within counties where the level of 
asessed to actual value of property was 
low could qualify for such State aid 
earlier than others in high-level assess- 
ment areas. 

State grants for aid to the needy aged, 
blind, and children are also affected by 
the ratios of assessed to actual valuations 
of property prevailing in the different 
counties. The eligibility requirements 
stipulate in terms of assessed valuation 
the amounts of rea! property which may 
be owned by applicants for such aid; ”° 
and thus counties with low assessment 
levels will grant assistance payments to 
cases which in other counties with 
higher levels of assessment would be 
unable to qualify. The present law 
with respect to indigent aid also relates 
grants of State funds for this purpose 
to local assessed valuations. The amount 
of the State assistance grant is deter- 
mined by the extent of local effort to 
meet these costs as measured by the 
magnitude of the local property tax 
rate. As the local tax rate moves up- 
ward (from $0.08 to $0.16 per $100 of 


19 Cal. Stats. 1947, ch. 1575; Cal. Stats. 1948, 
ch. 24; Cal. Stats. 1949 (Ex. Sess.), ch. 6. 


20 Welfare and Institutions Code, Div. 2, Prt. 2, 
ch. 1, art. 3, sec. 1520; Div. 3, ch. 1, art. 4, sec. 
2165; Div. 5, Pe. 1, ch. 1, art. 3, sec. 3047. 
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assessed valuation) the size of the State 
grant also moves upward (from 80 per 
cent of the total cost of relief to 95 per 
cent).”* Here, again, differences in 
levels of assessment among counties 
affect the tax rate magnitudes and hence 
the distribution of State funds to the 
counties. 

The practice of imposing statutory 
maximum tax rate and debt limits upon 
local units of government provides 
further reason for equalization of assess- 
ment levels. Such limitation statutes 
will operate uniformly throughout the 
State only if assessments are equalized 
among the several political subdivisions, 

Finally, appraisals of the fiscal posi- 
tion of local governments for purposes 
such as the allocation of State funds or 
permissive legislation designed to broaden 
local taxing powers are usually based 
upon such measures of local effort as 
the extent to which maximum tax rates 
and debt limits have been reached, 
Again, unless the ratios of assessed to 
full value are equalized, such appraisals 
are meaningless. 


Methods of Equalization 


There are two general methods of 
equalization used in the United States— 
the uniform-ratio and the variable-ratio 
methods.”” 

The uniform-ratio method involves 
adjustment of all assessed values to 4 
uniform level of full value or some frac- 
tion thereof. The “ across-the-board” 
adjustments of various county assess 
ment rolls ordered by the California 
State Board of Equalization in 1935, 
1936, and 1937, referred to above, 


21 Cal. Stats. 1945, ch. 1384. 


22 R. B. Welch, “A New Multiple-Purpose Equali- 
zation Program,” Proceedings of the National Tat 
Association, 1949, p. 260. 
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represented application of the uniform- 
ratio method of equalization. 

The variable-ratio method of equali- 
zation involves a determination by the 
state equalization agency of the average 
ratio of assessed to full value in each 
assessment district and the use of this 
ratio in certifying values of state-assessed 
property to local taxing districts, in the 
allocation of state funds where assessed 
valuation enters into the allocation for- 
mula, and in the fixing of maximum 
local tax rates. ‘‘ No local assessment 
roll is changed, and no compulsion is 
exerted with respect to local assessment 
policies. The state adjusts to local prac- 
tices, not vice versa.” 7% 

The California intercounty equaliza- 
tion law of 1949 embodies a combina- 
tion of these two methods. 


California’s Intercounty Equalization 
Law of 1949 


During and immediately following 
the war increased criticism was directed 
against assessment practices. It was 
argued that assessed valuations did not 
adequately reflect changing property 
values resulting from heavy in-migra- 
tion of population and rapid industrial 
expansion and that assessment levels 
varied widely within the same taxing 
jurisdiction as well as among the various 
taxing jurisdictions. At the 1946 con- 
ference of the League of California 
Cities a resolution was adopted calling 
for an amendment to the State Consti- 
tution which would transfer to a State 
agency having jurisdiction only over tax 
matters the responsibility for assessing 
all property subject to ad valorem taxa- 


23R. B. Welch, “Practical Means of Strengthen- 
ing Local Property Tax Administration,” Revenue 
Administration, 1949, p. $1. 
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tion.** This proposal aroused strong 


Opposition among county assessors and 
various business groups. Although no 
such amendment was submitted to the 
electorate, the focusing of public atten- 
tion on the inequality of property tax 
assessments undoubtedly led to some im- 
provement in assessment procedures. In 
addition, the State Board of Equaliza- 
tion through its Division of Assessment 
Standards has worked closely with 
county assessors in improving assessment 
practices. The State Board of Equali- 
zation reported in 1949: 


Progress has been made during the past 
year in the modernization of assessors’ of- 
fices, in the obtaining of better maps and 
equipment, and in the training of personnel. 
This has resulted in definite improvement in 
assessment procedures and in equalization of 
assessments, both intracounty and inter- 
county.”5 


The demand for equalization of assess- 
ments persisted, however, and largely as 
a result of pressure from representatives 
of the public school system a bill ** was 
introduced in the Assembly in January, 
1949, to add a new chapter to the Edu- 
cation Code relating to the equalization 
of county assessments on which the allo- 
cations of State funds to school districts 
were based. The reasons for such legis- 
lation were stated in these terms: 


There is an inequality in the apportion- 
ment of school funds based on the assessed 
valuation of property in each school dis- 
trict which arises from the use of such basis 
without a standard for determining the 
market value upon which the assessed valu- 


24 Western City, October, 1946, p. 31. 


25 Annual Report of the State Board of Equaliza- 
tion, 1948-49, p. 6. 


26 Assembly Bill 2027. 





~~ ef See eeeess €8 


ees 5 : . exe treet os 


ree tr 


sus 


Si ny OSM niet a. Yo he 2a 





plas Race 28 


pies 


wt Ss we 





’ 
| 


*- _— 


ee 


~ 


226 NATIONAL TAX JOURNAL 


ation is based. Assessment practices vary 
widely from county to county, with the re- 
sult that some school districts receive un- 
merited aid depending upon the county 
within which they are situated. Other 
school districts are placed at a disadvantage 
due to the assessment practices of the 
county within which they are situated and 
are thus unable to be judged on a basis 
equal to that of other school districts. 
There is, therefore, a need for the determi- 
nation of market value of taxable property 
by one standard rather than by many in 
order to insure that all school districts are 
treated equally in determining the amount 
of allocations of state funds. There is, 
furthermore, a need for allowing a raising 
of the maximum tax rates for school dis- 
trict purposes in order to enable school dis- 
tricts to help themselves when the assessed 
valuation of property within the school 
district is unfairly low as shown by a com- 
parison of the total market value of prop- 
erty in that district with other districts.** 


The original bill provided that on or 
before July 1, 1950, and each succeed- 
ing year thereafter, the State Board of 
Equalization should report to the De- 
partment of Education and the Depart- 
ment of Finance (1) the county valua- 
tion (“the market value of taxable 
property as determined by the county 
assessor”) for each county and school 
district or part of a school district situ- 
ated within each county; and (2) the 
State valuation (“the market value of 
taxable property as determined by the 
Board of Equalization of all property ”) 
for each county and for each school dis- 
trict or part of a school district situated 
within each county. Assessed valuation 
of property in a county or school dis- 
trict used as a basis for allocating State 
funds for school purposes was to be de- 
termined by a prescribed formula: The 


27 Assembly Bill 2027, sec. 3. 
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county valuation for the unit involved 
was to be used for allocation purposes 
when it was identical with the State 
valuation; in the event that the two val- 
uations were not identical, however, an 
appropriate upward or downward ad- 
justment was to be made in the county 
valuation to bring it into conformity 
with the State valuation. The bill pro- 
vided, further, that when the county 
valuation for a school district situated 
wholly or partially within the county 
was less than the State valuation, the 
maximum tax rate for the school dis- 
trict might be increased for the next 
fiscal year by that percentage by which 
the county valuation was less than the 
State valuation. 

Thus the equalization procedure origi- 
nally contemplated applied only to the 
allocation of State funds for school pur- 
poses. It became apparent, however, 
that serious difficulties would arise unless 
the legislation was made of more general 
application so that the assessment ratios 
found to exist in the several counties 
would be taken into account in the im- 
position of ad valorem taxes as well as 
in the apportionment of State school 
funds. Since 1935 the State Board of 


Equalization had certified State-assessed 


property to local rolls at 50 per cent of 
full value, which, after equalization 
orders in 1935, 1936, and 1937, was 
assumed to be the ratio of assessed to 
full value prevailing in the fifty-eight 
counties. A finding by a Sta:c agency 
that varying ratios prevailed, u. .ccom- 
panied by corrective action, would have 
raised serious constitutional issues under 
the provision of the basic law of the 
State that all property assessed by the 
State Board of Equalization “ shall be 
subject to taxation to the same extent 
and in the same manner as other prop- 
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erty.” *® In the face of such a finding, 
the State Board of Equalization would 
doubtless have been required either (1) 
to exercise its constitutional authority 
to equalize intercounty assessments by 
* across-the-board ” changes in county 
valuations; or (2) to defend assessments 
of utility property against the charge 
that the assumed ratio of 50 per cent 
did not in fact prevail in the various 
counties and that such property, there- 
fore, was not being taxed to the same 
extent and in the same manner as other 
property. It was not to be expected 
that either of these courses of action 
would be welcomed. In order to avoid 
these and other difficulties arising from 


the limited scope of the original bill, a. 


series of amendments in the Assembly 
extended it to include the equalization 
of utility property assessment levels with 
local assessment levels and the equaliza- 
tion of assessed values of property of 
applicants for welfare aid used in deter- 
mining eligibility. The bill as thus 
amended was passed unanimously by 
both houses of the legislature.” 

The equalization procedures to be fol- 
lowed by the State Board of Equaliza- 
tion are set out in detail in the 1949 
law.*° The board is directed to make a 
survey annually in each county to de- 
termine the ratio between the assessed 
and market value of property entered 
on the roll by the county assessor. In 
this determination the board shall con- 
sider sales and other appraisal data 
compiled by competent appraisers and 
telating to representative samples of 
property subject to local assessment in 


28 California Constitution, Article XIII, sec. 14. 


29 Assembly Journal, 1949, p. 4463; Senate Journal, 
1949, p. 3245. 


80 Cal. Stats. 1949, ch. 1466. 
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each county which are sufficient in 
number and dispersion to assure an ade- 
quate cross-section of the taxable wealth 
within the county. When sales and 
other appraisal data have been obtained 
for each county, the board shall use such 
data to determine the average ratio of 
assessed to market value for the State as 
a whole. 

Whenever the ratio of assessed to 
market value in any county does not 
differ from the State-wide average by 
more than 10 per cent, only the vari- 
able-ratio method of intercounty equali- 
zation is available to the board. In such 
cases, the board is directed to equalize 
the valuation of taxable property in the 
county by adjusting State-assessed prop- 
erty values to conform to the assessment 
ratio of locally assessed property. Thus 
both State-assessed and locally assessed 
property will be valued on the tax roll 
at the same proportion of market value. 

Whenever the county ratio of assessed 
to market value differs from the State- 
wide average by more than 10 per cent, 
however, the board may employ either 
the variable-ratio or the uniform-ratio 
method of equalization. In such cases 
where the 10 per cent tolerance is ex- 
ceeded, the board may equalize the val- 
uation of taxable property in the several 
counties either by adjusting State- 
assessed property values to conform to 
the county ratio of assessed to market 
value or by raising or lowering the 
values as entered on the rolls by county 
assessors by that percentage required to 
make the assessed valuation of such 
property conform to the State-wide 
ratio of assessed to market value. 

The procedures for intercounty equal- 
ization recognize that some deviation 
from a common assessment level is likely 
when county valuations are determined 
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by fifty-eight independent county 
assessing agencies. When the deviation 
from the State-wide average does not 
exceed 10 per cent, provision is made 
for adjustment of valuations of State- 
assessed property to conform to county 
ratios rather than for adjustment of 
valuations of county-assessed property 
to conform to the State-wide average. 
Since State-assessed properties are typi- 
cally much fewer in number than 
county-assessed properties, this adjust- 
ment involves a minimum of changes in 
valuations. When the 10 per cent toler- 
ance is exceeded, an alternative is pro- 
vided (“‘ across-the-board ” adjustments 
of county valuations to conform to the 
State-wide average) to take care of 
those instances involving excessive vari- 
ations in assessment practices. 

The 1949 law provides, further, for 
adjustments in valuations used as a basis 
for allocation of State funds and in 
maximum tax rates. Here, again, the 
10 per cent tolerance is significant. 
Whenever the ratio of assessed to mar- 
ket value in any county differs from the 
State-wide average by more than 10 per 
cent, any State agency allocating funds 
to a county (or any district lying 
wholly or partly within a county) upon 
the basis of assessed valuation of prop- 
erty shall raise or lower the assessed 
valuation of property in the county (or 
district) for purposes of such allocation 
to eliminate the difference between the 
county ratio of assessed to market value 
and the State-wide average.** Similar 
adjustments shall be made in determin- 
ing eligibility for payment of State 
funds whenever such eligibility is af- 


811m a district situated partly in one county and 
partly in one or more other counties, the adjustment 
shall be made separately for each part of the district 
in a different county. 
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fected by the assessed value of property 
owned by the prospective recipient, 
Within the 10 per cent tolerance, actual 
rather than adjusted valuation is used 
for allocation purposes and for deter- 
mining eligibility for State funds. 

In a district situated in more than one 
county which uses the county rolls as 
the basis for district taxes, the rate 
applicable to the assessments on the 
county rolls for district purposes shall 
be adjusted to equalize differences be- 
tween county assessment ratios.* 

In order to assure that the maximum 
legal tax rate of any district as applied 
to the assessed valuation shall be produc- 
tive of the same tax burden in terms of 
market value of the property taxed as 
though the property in the district were 
assessed at the State-wide average, pro- 
vision is made for adjustment of such 
rate. In the fiscal year in which an 
adjustment is made in the assessed valu- 
ation of property in the district for the 
purpose of allocation of State funds, the 
maximum legal tax rate shall be subject 
to adjustment upward or downward by 
the same percentage that is used in the 
adjustment of assessed valuation. 

The effective date of the act was fixed 
as September 2, 1950, so that its pro- 
visions will be operative for the first 
time with respect to assessments made 
as of the first Monday in March, 1951. 
Recognizing the need to provide funds 
for the administrative activity which 


82 This is done by computing the total market 
value of property subject to district taxes through 
use of the several county assessment ratios and by 
apportioning the amount to be raised by district taxes 
to that part of the district in each county in the same 
ratio that the market value of taxable property there 
bears to the market value of taxable property in the 
entire district. Thereafter district tax rates shall be 
fixed in the respective counties calculated to raise 
the amounts so apportioned when applied to the 
assessed values there. 
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the legislature had directed the State 
Board of Equalization to undertake, the 
Executive Budget submitted for the 
1950-51 fiscal year contemplated the 
addition of some twenty-five appraisers 
to the present staff of twelve appraisers 
in the board’s Division of Assessment 
Standards. The total additional outlay 
involved, including necessary clerical 
staff and equipment, was in excess of 
$217,000, almost doubling the provision 
otherwise made for the Division of 
Assessment Standards. The budget bill 
passed the Assembly with the inclusion 
of the amount provided in the Execu- 
tive Budget, but this item was deleted 
in the Senate and, in the closing days of 
the session, was eliminated as a result of 
free conference. 

Meanwhile, the new equalization pro- 
cedure remains in the Revenue and 
Taxation Code and, unless changed in 
1951 by legislation adopted under the 
urgency provisions of the Constitution, 
will be the law under which the State 
Board of Equalization must proceed in 
that year. So that it may be prepared 
to discharge its constitutional obliga- 
tions with respect to intercounty equali- 
zation in 1951 in whatever manner the 
legislature may direct, the board has in- 
structed its staff to be ready to report 
to it at the appropriate time in that year 
with respect to the assessment practices 
in the several counties. The staff to 
whom this assignment has been given 
comprises only about one-third of the 
appraisers for whom provision was made 
in the Executive Budget for the 1950-51 
fiscal year. This will limit the volume 
of data which will be available to the 
board for its equalization purposes, but 
will not leave that agency wholly in- 
capable of performing its constitutional 
and statutory duties pertaining to prop- 
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erty tax equalization. By concentrating 
effort in those localities where deviations 
from prevailing assessment practices 
may be most obvious, and by careful 
selection of properties for sampling, the 
staff can do much to overcome the 
handicaps under which the board is 
compelled to proceed. Lack of staff 
may be sufficiently offset by experience 
on which it may draw to produce results 
that will enable the board to proceed 
with a reasonable degree of accuracy in 
the performance of its intercounty 
equalization duties, 

The 1949 law has aroused consider- 
able controversy among assessing offi- 
cials, legislators, and taxpayers. Some 
of the opposition to the intercounty 
equalization provisions of the law doubt- 
less reflects the unwillingness of certain 
assessing officials to have the ratio of 
assessed to market value in their coun- 
ties made known through the findings 
of a State agency. There are, however, 
several other grounds of objection. The 
determination of the market value of 
different types of property is one point 
of attack. The State Board of Equali- 
zation is directed to consider sales and 
other appraisal data in determining the 
market value of property assessed by 
county assessors. The extent to which 
the board will rely on sales data rather 
than actual appraisals is not yet known, 
but it is assumed that in the final deter- 
mination of the market value of locally 
assessed property sales data will play an 
important part. In determining the 
market value of State-assessed property, 
however, the absence of sales figures 
resulting from the infrequency with 
which such property changes ownership 
necessarily involves reliance on other 
indicia of market value. Thus, it is 
argued, market value in these cases is 
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not comparable with market value of 
locally assessed property determined by 
substantial reliance on sales data. It is 
contended, for example, that sales fig- 
ures for real estate are greatly inflated 
while the indicia of market value used 
in the case of State-assessed property 
reflect to a lesser degree the influence of 
inflationary factors. Market value of 
State-assessed property, therefore, is not 
comparable with market value of locally 
assessed property. 

Another ground of objection relates 
to the distribution of the property tax 
burden between State-assessed utility 
property owners and locally assessed 
“common” property owners. Oppo- 
nents contend that the owners of State- 
assessed property are already deriving 
some advantage in comparison with the 
owners of locally assessed “ common ” 
property. This advantage, it is argued, 
results from the method of valuation of 
State-assessed property used by the State 
Board of Equalization. To adjust these 
valuations to conform to the ratio of 
assessed to market value in the fifty- 
eight counties (rather than continuing 
to certify State-assessed property to the 
counties at 50 per cent of full value) 
will accentuate this advantage and 
bring substantial tax relief to owners of 
such property. It is argued, on the 
other side, that because of superior 
facilities available the valuations of 
State-assessed property certified to local 
units have more closely approximated 
the 50 per cent ratio of assessed to full 
value than has commonly been the case 
with respect to locally assessed property. 
But, sooner or later, an attack will be 
made upon the uniformity of applica- 
tion of the 50 per cent ratio to all prop- 
erty—State and locally assessed—and 
hence upon the equity of the distribu- 
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tion of the property tax burden between 
these two types of property. Provision 
in the new law for adjustment of valu. 
ations of State-assessed property to con- 
form to the ratio of assessed to market 
value which prevails with respect to 
property assessed by the county assessors 
will remedy present inequalities in the 
distribution of the tax burden and will 
preclude the possibility of serious trouble 
later. 

Opposition from some quarters rests 
on the assumption that the intercounty 
equalization procedure will operate to 
increase property tax burdens. Assessed 
valuations will likely be increased, it is 
argued, either by assessors in counties in 
which the ratio of assessed to market 
value is found to be below the State- 
wide average or by the State Board of 
Equalization in the exercise of its statu- 
tory option to raise or lower county 
valuations to conform to the State-wide 
average. The higher ad valorem tax 
base will not be accompanied by any 
reduction in tax rates, however, with the 
result that an additional burden of ad 
valorem taxes will be borne by property 
owners. 

Equalization by the variable-ratio 
method commends itself to many as pre- 
serving local home rule and avoiding the 
political repercussions likely to follow 
use of the uniform-ratio method involv- 
ing “‘ across-the-board ” adjustments of 
county valuations. Experience in Cali- 
fornia when such adjustments were 
made by the State Board of Equalization 
in 1935, 1936, and 1937 was not en- 
tirely happy from the point of view of 
elective public officials. In a number of 
counties in which percentage increases 
were ordered, tax bills showed both the 
locally determined valuation and the 
higher valuation, with a notation that 
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the taxpayer’s assessment had been in- 
creased by order of the State Board of 
Equalization. Where no such notifica- 
tion goes to the taxpayer, the county 
assessor, also an elective official, bears 
the blame for higher valuations. More 
than ten years after these equalization 
orders were made, the writers visited the 
offices of a majority of county assessors 
in the State and were on numerous occa- 
sions told of this arbitrary interference 
with local autonomy. Proponents of 
the 1949 law point out that the vari- 
able-ratio method of equalization will 
obviate recurrence of any such embar- 
rassing episodes. The opposition recog- 
nizes the force of this argument and 
concludes that the alternative uniform- 
ratio method available to the State 
Board of Equalization in those instances 
where the county ratio of assessed to 
market value differs from the State- 
wide average by more than 10 per cent 
is likely to go largely unused, with wide 
variations in assessment levels going un- 
corrected. 

Provisions with respect to adjust- 
ments for allocation of State funds have 
also aroused criticism. In a county 
where, for example, assessed valuation is 
found to be 30 per cent of market 
value, with a State-wide average of 40 
per cent, the level of assessed to market 
value would be raised to the State-wide 
average for the purpose of allocation of 
State funds. Since State aid for schools 
is based partially upon the amount 
which the local unit can raise by apply- 
ing a given property tax rate to the tax 
base, the local unit loses a part of its 
State funds; and the deficiency neces- 
sary to maintain a certain standard of 
educational opportunity must be made 
up by a higher local tax rate. Provision 
is made for the upward adjustment of 
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the statutory maximum tax rate limit to 
permit this greater local effort. These 
provisions, the opponents claim, place 
the blame for smaller grants of State 
funds to a local unit squarely on the 
local assessor and relieve the State Board 
of Equalization from all responsibility 
for higher local property taxes. The 
same Criticism is also raised in connec- 
tion with social welfare and indigent 
relief grants. 


Summary and Conclusions 


The California intercounty equaliza- 
tion law of 1949 requires the State 
Board of Equalization to do nothing 
basically different from what it has been 
expected to do since its establishment in 
1879—namely, to ascertain the ratio of 
assessed to market value of property in 
each of the counties of the State and to 
take appropriate administrative action 
to achieve intercounty equalization. 
During the years from 1910 to 1935 
when the system of separation of sources 
of State and local revenues was in effect 
the need for intercounty equalization by 
a State agency was removed, but this 
function again assumed significance in 
1935 with the return of State-assessed 
property to local rolls to be taxed to the 
same extent and in the same manner as 
other property. The State Board of 
Equalization ordered percentage adjust- 
ments of county assessment rolls in 
1935, 1936, and 1937 to equalize all 
counties on a common level of 50 per 
cent; but between 1938 and 1950 the 
board has made no further adjustments 
notwithstanding the constitutional pro- 
vision that the board shall increase or 
lower the entire assessment roll of a 
county whenever it is found necessary 
to do so to equalize the valuation of 
taxable property in the several counties 








of the State for the purposes of taxa- 
tion. It can hardly be assumed that 
assessed valuations in the fifty-eight 
counties have remained at the com- 
mon level of 50 per cent during this 
period. A more plausible explanation is 
that the opposition created by “ across- 
the-board ” percentage adjustments of 
county assessment rolls in 1935, 1936, 
and 1937 led the State Board of Equali- 
zation to refrain from exercising its 
constitutional equalization function. 

It is perhaps not to be expected that 
intercounty equalization can be achieved 
by the device of orders from an elec- 
tive State agency requiring that assess- 
ment rolls prepared by elective county 
assessors be adjusted “‘ across the board ” 
to conform to a common State-wide 
level of assessed to market value. Such 
a uniform-ratio method of equalization 
is likely to give rise to serious political 
repercussions and to the charge of vio- 
lating local home rule. The variable- 
ratio method, involving adjustments to 
the ratios of assessed to market value 
found to prevail in the several jurisdic- 
tions, is likely to be much more accept- 
able to an elective State agency charged 
with the equalization function, since no 
local assessment roll is altered and no 
compulsion is exerted by the State 
agency with respect to local assessment 
policies. The 1949 law makes the vari- 
able-ratio method available to the State 
Board of Equalization. 

There is reason to believe that the 
equalization provisions of the 1949 law 
will result in greater equality in local 
assessments. The majority of property 
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owners probably have been unaware 
that for many years county assessments 
have been assumed to be equalized at a 
common level of 50 per cent. But even 
if aware of this, those whose properties 
were assessed at less than 50 per cent 
probably regarded themselves as fortu- 
nate and did not question whether their 
particular assessment ratio was above the 
average. An annual official finding by 
a State agency of the average ratio of 
assessed to market value in each county, 
however, is likely to focus the attention 
of property owners on the question of 
whether their property is assessed in 
accordance with this average ratio. It 
appears reasonable to assume that prop- 
erty owners, being better able to make 
comparisons, will be vigilant in calling 
to the attention of local boards of 
equalization inequalities in assessment 
that are not now recognized by either 
taxpayers or assessors. Greater equality 
in local assessment should follow as out- 
of-line assessments are corrected by 
equalization orders. Moreover, better 
original assessment to forestall equaliza- 
tion orders may well result. 

The 1949 law presents numerous diffi- 
cult administrative problems—for ex- 
ample, the size of sample to be used in 
establishing the average ratio and the 
distribution of the sample by location 
and type of property “ to assure an ade- 
quate cross-section of the taxable wealth 
within the county.” But the unhappy 
experience with intercounty equaliza- 
tion since 1935 suggests the desirability 
of giving the new law a fair trial. 














ASSESSMENT IMPROVEMENT PROGRAM 
IN KENTUCKY 


FRANCIS JOHN SHANNON * 


HE PROPERTY TAX is still the 
chief source of tax revenue for 
local government and a major source of 
inequality in taxation. The inequalities 
persist even though state governments 
have struggled to equalize the property 
tax load since the later part of the nine- 
teenth century. Legislatures have cre- 
ated boards of assessment and equali- 
zation, tax commissions, and revenue 
departments and have vested in these 
state agencies the power to equalize 
property assessments, to initiate dis- 
charge proceedings against incompetent 
local assessors, and actually to reassess 
local property in jurisdictions where 
original assessments have proved unsatis- 
factory. More recently state supervision 
has taken on the aspect of technical 
assistance to local assessors, often in 
addition to the harsher measures, but, as 
a practical matter, mainly in lieu of 
them. In many instances, however, in- 
sufficient funds have curtailed state 
assistance programs. 

Concurrent with this trend to con- 
centrate in the hands of state tax ad- 
ministrators the power to control and 
supervise the administration of the local 
property tax, legislatures have modified 
the tax itself in an effort to curb its 
worst abuses. Revenue sources for state 
and for local governments have been 


*The author is research assistant, Bureau of Busi- 
ness Research, University of Kentucky. His col- 
leagues, James W. Martin, director, and Earl Turner, 
fesearch associate, have assisted at certain points in 
the preparation of this paper. 


separated, property classified for tax- 
ation at differing rates, far-reaching 
homestead exemptions provided, and 
drastic rate limitations imposed on local 
fiscal authorities. 


ALTERNATIVE APPROACHES 


Notwithstanding these extensive 
modifications of the property tax, many 
state governments still face the urgent 
problem of devising action programs to 
promote greater equality among tax- 
payers and more fiscal responsibility for 
hard-pressed local governments. Several 
distinctive approaches are being cur- 
rently adopted by state governments to 
improve the administration of the prop- 
erty tax. 


The first approach to the problem of 
securing greater property tax equality 
places on state tax officials the responsi- 
bility to equalize at full cash value the 
assessed valuations throughout the state. 
Illinois has selected this course of action 
but has not relied solely on the state 
equalization approach to improved local 
assessment. For more than a decade IIli- 
nois has made provision for considerable 
State assistance to local assessors. In 
1949 the Illinois legislature created the 
office of county assessment supervisor to 
assist the township assessors with the 
original assessment. Colorado has taken 
a second approach, a State-initiated and 
-directed revaluation program for realty. 
In this instance the emphasis is placed 
on uniform original assessment rather 
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than on state equalization. The third 
approach stresses local initiative supple- 
mented by state leadership and assist- 
ance; Kentucky has adopted this policy. 

The Kentucky plan envisages the re- 
appraisal of four or five counties a year 
and a measure of improvement in valu- 
ation procedure in most of the other 
counties. State aid in the form of 
financial and technical assistance is to be 
made available to all the counties; the 
type of assistance which each county re- 
ceives, however, is dependent on local 
initiative. The Kentucky project con- 
templates the subordination of State 
control and supervision in the tradi- 
tional sense to a program based on 
mutual cooperation between the State 
and local governments. This policy 
stands on the philosophy that local gov- 
ernment, chief beneficiary of property 
tax revenue, should be actively encour- 
aged to assume a responsible role in any 
effort to make the property tax more 
equitable and effective. The following 
paragraphs are intended to state the 
problem, summarize recent legislative 
action, and trace the implementation of 
the Kentucky plan for improved local 
assessments. 


THE KENTUCKY PROBLEM 


The Kentucky Constitution clearly 
stipulates that taxation for any one class 
of property shall be uniform and that 
the assessed valuations shall be estimated 
at the price the property would bring in 
a fair voluntary sale.’ These constitu- 
tional provisions, unfortunately for tax 
equity, have not been adhered to in 
practice. Every recent survey of the 
property tax has revealed grotesque in- 
equities. Approximately a million acres 


1 Kentucky Constitution, secs. 171 and 172. 
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of land are omitted from the tay 
rolls. Comparisons of valuations placed 
on taxable property by local assessors 
with the actual sale prices of these same 
properties disclose that gross overvalua. 
tions and flagrant undervaluations have 
been the rule and not the exception. 

The Kentucky Department of Reve. 
nue had conducted a continuing educa. 
tional program since 1936 under both 
Democratic and Republican administra. 
tions in an effort to generate public sup. 
port for improved local assessment. The 
personal leadership of the Governor and 
the necessity for gearing the distribution 
of school equalization aid to local tax 
effort, however, undoubtedly influenced 
the timing of legislative action in 1949, 

Even before his inauguration Gover. 
nor Earle Clements, who had had rich 
experience as a county official, publicly 
deplored assessment inequalities. As 
early as June, 1948, he was in principle 
committed to action on property tax 
administration. Between that time and 
the special session of the General Assem- 
bly in 1949, he encouraged the Depart- 
ment of Revenue to work vigorously 
for popular support of legislation, 
Without fanfare he personally organ- 
ized for public approval of an action 
program. 

The distribution of school equaliza- 
tion funds to needy school districts had 
aggravated poor assessment practices. 
Local governments could, by adoption of 
the simple expedient of low-level valu- 
ation, raise less tax revenue and thereby 
qualify for more State aid. The equali- 
zation law had stipulated, however, that 
as a condition precedent to the receipt 
of any school equalization aid, the State 
Department of Education must obtain 
from the Kentucky Tax Commission 4 
certificate that the school district’s ratio 
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of assessed valuation to fair cash value 
was equal to the average ratio for the 
State. In 1948 the Department of 
Revenue served notice on each school 
district that this legal requirement, 
theretofore not enforced and in that 
year liberally construed, would be vigor- 
ously enforced in 1949. Faced with the 
prospect that approximately seventy 
school districts would lose all equaliza- 
tion aid as the result of low-level assess- 
ments, the Governor in the late spring 
of 1949 convened the General Assembly 
in extraordinary session to deal with the 
twin problems of local assessments and 
State equalization aid for school districts. 

Each legislator received for his con- 
sideration two research reports prepared 
for the Kentucky Legislative Research 
Commission,” which outlined the prob- 
lem and set forth an action program 
designed to make tax rates a more equi- 
table and reliable index of local tax 
effort. 


LEGISLATION 


The legislation enacted pursuant to 
the specific recommendation and under 
the political leadership of the Governor 
had four objectives: (a) to remove cer- 
tain legal obstructions to good assess- 
ments; (b) to gear school equalization 
aid to local property tax effort; (c) to 
improve the status of the county tax 
commissioner; and (d) to develop a 
State assistance program for local 
assessors. 


Removal of Legal Obstructions 


Probably the simplification of the tax 
calendar was the most important step 


2The Inequality of Assessments (Research Pub- 
lication No. 1, Legislative Research Commission, 
Commonwealth of Kentucky, 1949) and The As- 
sessment Problem and School Equalization Aid 
(Informational Bulletin No. 1, 1949). 
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taken by the legislature in its effort to 
remove legal impediments to good assess- 
ment practice. The entire assessment 
and collection process—previously occu- 
pying twenty months and falling in 
three calendar years—was condensed 
into one calendar year. Under the new 
plan, property is assessed as of January 
1; tax payment is due on September 15, 
and the tax becomes delinquent De- 
cember 31. The revision of the tax 
calendar eliminates confusion among 
taxpayers as to what year’s taxes they 
are paying. The old calendar had not 
only caused confusion but also had in- 
creased delinquency. 

The appeals process was also modified. 
Before the 1949 legislation the taxpayer 
who was dissatisfied with the valuation 
of his property could either appeal from 
the decision of his county board of 
supervisors directly to the courts or to 
the Kentucky Tax Commission and 
thence to the courts. This procedure, 
which allowed the taxpayer “to shop 
around and choose the most sympathetic 
climate for his appeal,” * did not pro- 
mote uniformity in the review process. 

The taxpayer’s appeal from the 
county board of supervisors now goes 
directly to the Kentucky Tax Commis- 
sion and thence to the courts. To ac- 
commodate the taxpayer, all hearings on 
appeals to the tax commission are held 
in the county where the property is 
located. A district conferee, appointed 
by the commission, conducts the hear- 
ing and sends his summary and the 
transcript to the tax commission for 
decision. 

A third legal obstruction to good 
assessment practice could be traced to 
the fact that no provision was made for 


3 Kentucky Legislative Research Commission, The 
Inequality of Assessments, p. 14. 
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the recording of tax-exempt property. 
Because of this omission, exempt prop- 
erty often escaped taxation after being 
transferred to non-exempt taxpayers. 
To check tax evasion and to ascertain 
the amount and the nature of legally 
exempt property, the legislators stipu- 
lated that all property be recorded by 
the county assessors. 

Certain legal barriers which had pre- 
vented municipalities from adopting the 
annual assessment of the county assessor 
were also removed. In order to encour- 
age city-county consolidation of assess- 
ment functions the special legislation 
empowered city councils to abolish all 
municipal offices connected with city 
assessment and equalization and to re- 
arrange the city tax calendar to con- 
form with the county calendar. 
Equalization Aid 

The legislature not only took steps to 
eliminate low property valuations as a 
device for obtaining greater State assist- 
ance but also required that a school dis- 
trict achieve a specified property tax 
effort to be eligible for full equalization 
grants. The tax effort formula is based 
upon the tax rate and the ratio of 
assessed to sales values. The ratio of 
assessed valuations to fair cash value 
must be progressively increased over a 
period of five years if the district is fully 
to enjoy the available grants. The 
amount of school equalization aid is to 
be progressively decreased for any dis- 
trict that fails to keep pace with the 
required ratios of assessed to market 
value. By 1955 the school district’s tax 
effort must include the maximum tax 
rate allowed under the present legisla- 
tion and an assessment ratio of 80 per 
cent; otherwise the district will suffer 
the loss of all equalization aid. 


NATIONAL TAX JOURNAL 


[Vox. It 


Assessor’s Status Improved 


The failure of the public to recognize 
the technical nature of the assessor’s 
office has been one of the prime factors 
responsible for the poor assessment rec- 
ord in Kentucky. The county tax com- 
missioner (county assessor) has been 
poorly paid and his official activity, 
consequently, a side-line job in many 
counties. In order to improve the 
county assessor’s status and thereby to 
attract more qualified personnel on a 
full-time basis, the legislature provided 
that a monthly salary of at least $200 
be paid. The assessor may receive up to 
$7,200 annually in the largest counties, 
Although the minimum salary is low, it 
represents a substantial improvement in 
the small counties. Approximately half 
of the county assessors were receiving 
less than this minimum. 


State Assistance Program 


The cornerstone of the Kentucky 
program for improved local administra- 
tion was the legislative provision for 
State assessment aid to local government, 
The imperative need in most counties 
for adequate assessment tools and tech- 
nical assistance was recognized, for 
without tax maps, property descriptions, 
manuals, suitable office equipment, and 
expert assistance even the best qualified 
assessor is severely handicapped in his 
efforts to make fair valuations. Accord- 
ingly, the legislature authorized a one- 
year appropriation of $300,000 for the 
Kentucky Department of Revenue pro- 
gram for local assistance. The next 
regular session made an identical appro- 
priation for the succeeding fiscal year. 


ADMINISTRATIVE IMPLEMENTATION . 


Shortly after the enactment of the 
1949 assessment legislation, the Depart- 
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ment of Revenue, with the assistance of 
representatives of Public Administration 
Service, J. L. Jacobs and Company, the 
University of Kentucky Bureau of Busi- 
ness Rescarch, and a committee of the 
county tax commissioners, prepared an 
administrative program that outlined 
the major objectives, administrative 
policies, and tentative work schedules to 
implement the legislative policies. The 
objectives were three-fold: (a) to pro- 
vide continuous State assistance and 
guidance to local assessors; (b) to co- 
operate with and assist particular local 
units in making county-wide reap- 
praisals; and (c) to effect necessary 
changes in assessment organization, 
methods, and procedures to comply with 
recent changes in assessment law. 

The Local Assessment Section, assisted 
by the planning committee, supported 
its broad administrative program with 
operational recommendations both gen- 
eral and concrete. It itemized the func- 
tions of the newly created section and 
set forth the duties, supervision, and 
qualifications for the section personnel. 
It laid out a schedule of operations de- 
tailing the tasks to be performed by 
particular staff members in specified 
calendar periods. 

The Department of Revenue adopted 
and is taking steps to implement the fol- 
lowing administrative policies. 

Place responsibility on local assessors 
for securing uniform local property 
assessments. ‘The policy rests on the 
belief that there is no substitute for 
good original assessment. The Ken- 
tucky Tax Commission has taken the 
stand that State-wide equalization would 
not be proper at this time. Such action 
would entail a blanket raise of assess- 
ments for most counties and would 
thereby magnify the absolute (though 
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not the relative) inequalities within the 
various counties. : 

Employ a small central staff of spe- 
cialists and a field staff of local assess- 
ment representatives to provide techni- 
cal assistance and general guidance to 
local assessors. Pursuant to this policy 
the Department of Revenue has ap- 
pointed the former Finance Director of 
Louisville head of the Local Assessment 
Section and has engaged the necessary 
specialists and field representatives to 
administer the program for local assist- 
ance. The organization and functions 
of the Division of Property Taxation of 
the Kentucky Department of Revenue 
are shown in the accompanying chart. 

The central staff director, supervised 
by the Commissioner of Revenue, plans 
the work of the central standards staff, 
consisting of an agriculturist, a mining 
engineer, a construction engineer, two 
mapping technicians, a statistician, and 
an accountant. With the aid of a gen- 
eral assistant, he also directs the activi- 
ties of the field representatives. The 
technical staff, aided by outside profes- 
sional consultants, develops the stand- 
ards, methods, and procedures for the 
valuation of property. The duties of 
the ten or eleven field representatives are 
largely “free lance.” The primary 
duty of the district representative is to 
help the local assessor install standard- 
ized assessment procedure. 

Plan and execute a sound program of 
in-service training for the technical 
staff, local assessment representatives, 
and local assessors. In compliance with 
this policy the members of the central 
and field staffs attended the property 
appraisal schools conducted by the 
American Institute of Real Estate Ap- 
praisers and had brief working experi- 
ence in various midwestern taxing 
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jurisdictions recommended for their 
standardized systems by the National 
Association of Assessing Officers. In 
December, 1949, the staff members de- 
voted two weeks to a training program 
which included every phase of the assess- 
ment process, the county tax commis- 
sioners’ duties, and a review of the new 
Kentucky assessment manual. The final 
phase of the in-service training program 
for members of the Local Assessment 
Section will consist of working experi- 
ence as direct participants in county- 
wide reappraisal projects conducted 
jointly by the Department of Revenue 
and local tax jurisdictions. 

The Local Assessment Section, in con- 
junction with the University of Ken- 
tucky Bureau of Business Research, 
initiated the in-service training program 
for county assessors with a three-day 
orientation conference for newly elected 
tax commissioners in January, 1950. 
The purpose of this conference was to 
sketch in a preliminary manner the 
assessment procedure, the legal require- 
ments, and the recommended assessment 
program for 1950. Two tax institutes, 
each of one week’s duration, were held 
in seven parts of the State for all county 
assessors. These district schools were 
conducted by the field representatives, 
assisted by the assessment standards staff 
and outside professional consultants. 
These training institutes included in- 
struction in valuation theory, use of 
manual materials, proper office proce- 
dure, and actual valuation practice in 
the field. Follow-up meetings with five 
assessors at a time are currently being 
arranged by the local assessment repre- 
sentatives to ascertain the effectiveness 
of the institutes. In the autumn of 
1950 there will be a State-wide confer- 
ence of all the county assessors. 
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Develop property assessment stand- 
ards and prescribe rules, methods, and 
procedures and otherwise assist in secur- 
ing their application in all county assess- 
ment districts. ‘This policy has been 
implemented by the distribution of a 
series of assessor’s manuals to all county 
tax commissioners in January, 1950. 
These manuals,* which outline the basic 
valuation principles, methods, and pro- 
cedures for assessing the different kinds 
of real and personal property, were pre- 
pared by the Department of Revenue 
in collaboration with a committee of 
county assessors appointed by their State 
association. Technical assistance was 
provided by J. L. Jacobs and Company 
and Public Administration Service. 
These consultants prepared original 
drafts of the Kentucky manuals. 

Formulate and secure uniform use of 
forms and records, manual materials, 
and other assessment tools. This policy, 
designed to install the standardized 
assessment system in Kentucky, has been 
favorably received by most of the 
county assessors. Approximately 100 
of the 120 county assessors have indi- 
cated their intention to cooperate with 
the Local Assessment Section and are in 
the process of installing the property 
record card system prepared by the De- 
partment of Revenue. 

The Department of Revenue and the 
Agricultural and Industrial Develop- 
ment Board are developing a long-range 
mapping program for the entire State. 
In the meantime, the department seeks 
to make available to all county assessors 
desiring this service aerial photographs, 

4In its present stage the State’s assessor’s manual 
has three units: Kentucky Property Assessment Ad- 
ministration Manual; Kentucky Real Property As- 
sessment Manual; and Kentucky Personal Property 


Assessment Manual. A fourth manual, more ele- 
mentary in character, is still to be published. 
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upon which property identification de- 
tails are superimposed. It is also dis- 
tributing necessary office equipment on 
a loan basis to certain assessors handi- 
capped by insufficient operating bud- 
gets. 

Initiate a limited number of county- 
wide property reappraisal programs to 
be conducted in cooperation with the 
counties under the general direction of 
the Department of Revenue and the 
immediate supervision of professional 
appraisal firms. The policy of limited 
reappraisal has been translated into 
action. The Department of Revenue 
has acted favorably on the requests of 
the county boards for the initiation of 
several reappraisal projects. The de- 
partment, satisfied that strong local need 
and support for reappraisal existed in 
each instance, has awarded contracts to 
three appraisal firms on four county 
undertakings. The department is using 
the fifth county as a pilot project, and 
has accordingly worked out a special 
arrangement with one of the firms for 
handling the appraisal and also the in- 
service training for departmental office 
and field staff—and perhaps for certain 
county assessors. 

The counties selected for reappraisal 
represent a fairly accurate cross-section 
of the valuation problems confronting 
a State-wide program for improved 
local assessment. The reappraisal proj- 
ects range from Louisville’s Jefferson 
County, which assesses approximately 
one-third of the State’s total taxable 
property, to Garrard County, a small 
rural county of 12,000 inhabitants. 

The Department of Revenue has 
stipulated that, as a condition precedent 
to the letting of a reappraisal contract, 
the standards, methods, and specifica- 
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tions for appraising property shall be as 
prescribed in the Kentucky Property 
Assessment Manual. ‘The basic land 
values are to be determined by local 
advisory committees. 

Engage in an active public relations 
program designed to enlist public sup. 
port for the department’s efforts to 
secure greater uniformity in local assess. 
ment. This policy has been vigorously 
advanced by the representatives of the 
department through periodic news re- 
leases, speeches, and informal talks with 
civic groups throughout the State. The 
public relations activity emphasizes that 
the fundamental purpose behind the 
strenuous program to improve local 
property tax assessments is not to raise 
taxes but to equalize them. A recent 
editorial of The Louisville Times, com- 
menting on the current reappraisal proj- 
ect for Jefferson County, reflects the 
spirit of this public relations program: 


We are glad to see the city and county 
officials proposing to do something about the 
problem. The reassessment program they 
are planning will be a welcome step in the 
direction of tax fairness and compliance 
with a constitutional mandate that taxes be 
uniform within any given taxing author- 
ity’s territory. No one should be expected 
to pay more than his fair share of taxation, 


and no one has a right to expect to pay less 
than his fair share.® 


EVALUATION 


The Kentucky plan based on local in- 
itiative and State assistance of necessity 
places major emphasis on a long-range 
approach to the problem of securing 
greater tax equality. The long-standing 
abuses caused by deviations from 
standards of full value and uniformity 


5 The Louisville Times, April 1, 1950. 
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are not subject to ready correction. It 
will take time, adequate outlays for ap- 
praisal assistance, and teamwork between 
State and local tax officials to achieve 
the goal of fair assessment. 

Although the program is still in the 
experimental stage, certain substantial 
gains have been registered. The legis- 
lature has condensed the tax calendar, 
standardized the appeal process, facili- 
tated city-county consolidations of as- 
sessment functions, and improved the 
status of the county assessor. The ad- 
ministrative follow-through has kept 
pace with the legislation. The Local 
Assessment Section has provided the 
county tax commissioners with the basic 
appraisal tools—assessing manuals, uni- 
form property record cards, maps, office 
equipment—and in-service training 
necessary for the proper utilization of 
these appraisal aids. Moreover, five 
county-wide reappraisal projects have 
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been initiated at the request of local 
authorities. 

To students of state-local relation- 
ships the approach adopted by Ken- 
tucky may prove of interest. The fail- 
ure of local government to achieve fair 
assessment of property has been recog- 
nized, but the answer has not been state 
assessment. Several causes for poor local 
assessment have been removed and the 
State stands ready to help localities with 
their appraisal problems. The success or 
failure of this program will depend in 
no small measure, however, on effective 
public relations. A necessary condition 
for success of a program of local initia- 
tive and state assistance is recognition 
by taxpayers that the state’s interest in 
better assessment practice rests on the 
need for equality and that the measures 
undertaken to achieve this goal will not 
be used as a subterfuge to increase local 
property tax loads. 











STATE FISCAL ACTIVITY, 1945-49 


R. W. LINDHOLM * 


O VER the postwar period state gov- 
ernments have not increased tax 
revenues sufficiently to cover the sub- 
stantial rise in their expenditures. This 
has necessitated an expansion of state 
debt and resulted in additional pressure 
for grants-in-aid from the Federal Gov- 
ernment. State fiscal activities, in gen- 
eral, have tended to expand the total 
level of demand for goods and services 
in the postwar period. Borrowing, tax 
collection, and expenditure activities of 
state governments account for a little 
more than one-half of the combined 
state and local government total. 

On the expenditures side, outlays for 
highways, public welfare, and education 
have expanded most rapidly. Expend- 
itures for highway and school con- 
struction have been at especially high 
levels. These have competed with pri- 
vate uses for materials in generally short 
supply. They are, moreover, very 
stimulating to private investment, par- 
ticularly in the case of highways. The 
result has been that postwar state ex- 
penditures have had a large expansion- 
ary effect on the economy. 

Most emphasis for increasing state 
revenues has been placed on tobacco and 
general sales taxes. Of the major state 
taxes, the property and corporation in- 


* The author is at present a member of the staff 
of the Board of Governors of the Federal Reserve 
System in Washington. The views expressed, how- 
ever, are his own personal views and do not neces- 
sarily reflect the official views of the Board of Gov- 
ernors. 


come taxes have expanded least in the 
postwar period. In general, state tax 
revenues have been increased through 
taxes which are especially deflationary 
in character, but their total impact has 
not entirely offset the expansionary ef- 
fects of state expenditures and deficit 
financing. 


Aggregate State Fiscal Activity 


The principal sources of state revenue 
are general tax receipts, aid from the 
Federal Government, and general bor- 
rowings. The annual percentage of 
state total general expenditures provided 
by each of these sources for the five- 
year period 1945-49 is shown in Table 
1. State taxes covered 93 per cent of 
expenditures in both 1945 and 1946, 
During the three following years (1947, 
1948, and 1949), this percentage de- 
clined continuously and rather rapidly 
to 71 per cent in 1949. While the total 
state general expenditures increased by 
$5,785 million from 1945 to 1949, total 
state general taxes expanded by only 
$2,792 million. The large difference in 
the expansion of general expenditures 
and general taxes during this five-year 
period did not result, however, in an 
equally large expansion of state general 
borrowing. As shown by the table, the 
annual rate of state general borrowing 
expanded by $574 million. Large ad- 
ditional state receipts to finance the en- 
larged expenditure came from miscel- 
laneous revenues and Federal Govern- 
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ment aid. The remainder of the funds 
spent came from state cash surpluses ac- 
cumulated in the war period. 


portion of these borrowings has been 
from commercial banks, and has re- 
sulted in an expansion of deposits. In 


TABLE 1 
Summary or Srats GeNERAL REVENUE AND EXPeNpiTurREs, 1945-49 
(Dollar amounts in millions) 














a ra 
crease (- 
Item 1949 1948 1947 1946 1945 1949 over 
1945 
PORGIUUTOS 2... ccc ccccscess $11,782 $10,400 $8,099 $6,404 $5,997 $5,785 
SE iituhics va.sbiviias wide 10,991 10,026 8,480 7,197 6,730 4,261 
As percentage of expenditures 93.3 96.4 104.7 1124 112.2 -18.9* 
CEG tad tascnseennbus ence? $8353 $7,791 $6690 $5,968 $5,561 $2,792 
As percentage of expenditures 70.9 749 82.6 93.2 92.7 -218* 
Aid from Federal Government $1,705 $1,399 $1,125 $ 743 $ 738 $ 967 
As percentage of expenditures 14.5 13.5 13.9 11.6 123 22 
Miscellaneous revenue ........ $ 933 $ 836 $ 66 $ 486 §$ 431 $ 502 
As percentage of expenditures 79 8.0 8.2 76 72 a 
EE ss cesdi'c-cohidabeees’ $ 588 $ 799 $742 $ 73 $ 14 $ 574 
As percentage of expenditures 5.0 7.7 92 1.1 2 48 
* Decrease. 


Source: Calculated from U.S. Bureau of the Census, Compendium of State Government Finances 
in 1949 (Washington, 1950), Table 1, p. 6. 


State expenditures during the postwar 
period nearly doubled. In the early 
part of the period, growth of state ex- 
penditures contributed to inflation and 
added to the problem of postwar eco- 
nomic stability. On the other hand, 
the high and rising level of state outlays 
was a sustaining and stabilizing factor 
in the downturn of 1949. 

The expansion of state debt from 
1947 through 1948 and again in 1950? 
has been an inflationary force at the 
very time of greatest postwar and re- 
armament pressures.” A _ substantial 


1State and local government debt expansion in 
1950 is estimated by the Federal Reserve Board to 
be $2.7 billion. 


2In this respect, the Federal Government’s rec- 
ord is better than that of the states. The amount 
of Federal debt held by the public was as follows 
(in billions): 1946, $240.8; 1947, $228.6; 1948, 
$216.6; 1949, $214.5. 


addition, states utilized their war-ac- 
cumulated surplus to finance postwar 
expenditures in excess of revenues. The 
financing of expenditures out of such 
cash balances is perhaps as inflationary 
in effect as financing with new borrow- 
ings from banks. 

Previous booms have tended to be pe- 
riods of expansion in state expenditures 
and indebtedness. States have loaded 
themselves with debt service burdens at 
times when prices were high and when 
curtailment of many expenditures 
would have been in the general public 
interest. The performance of the post- 
war and rearmament periods has been a 
duplication of these experiences. 


Major Developments in State Taxes 


Expansion of state taxes has been 
general but not uniform. The greatest 
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increase occurred in tobacco tax collec- 
tions, which rose 168 per cent between 
1945 and 1949. The next largest ex- 
pansion was in general sales or gross 
receipts taxes where collections increased 
107 per cent. All tax collections in- 
creased 50 per cent from 1945 to 1949. 
Differences in the rate of growth of col- 
lections from selected taxes are shown in 


Table 2. 
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of state tax collections. The great in. 
crease in state reliance on sales and ex. 
cise taxes in the postwar period can be 
seen by combining the percentages of 
total taxes that are provided by the 
major excise taxes and the general sales 
tax. In 1945 these taxes accounted for 
34.7 per cent of total state tax collec. 
tions, and in 1949 they accounted for 
over one-half.’ 


TABLE 2 
CHANGE IN CottectTions or Setecrep Strate Taxes, 194549 
(Dollar amounts in millions) 























Collettions Collections as 
Percentage of 
All State 
Type of Tax Increase, 1945-49 Taxes 

1949 * 1945 P , 

ercent- 
Amount age 1949 1945 
General sales or gross receipts .. $1,609 $ 776 $ 833 107.3 19.3 14.0 
Motor vehicle fuels ............ 361 696 665 95.5 16.3 125 
Alcoholic beverages ............ 426 312 114 36.5 5.1 56 
Tobacco products .............. 388 145 243 167.6 46 26 
Individual income ............. 593 316 277 87.7 71 5.7 
Corporation income ........... 641 446 195 43.7 7.7 80 
PO Ge. ea 280 247 33 13.4 3.4 44 
as ed EE aR ele AES $5,298 $2,938 $2,360 80.3 A 528 





* Preliminary data for 1950 show a continuation of the 1945-49 trend. 
Source: Compendium of State Government Finances in 1949 (op. cit.), Table 1, p. 6. 


Collections from tobacco products 
taxes, general sales or gross receipts 
taxes, motor vehicle fuels taxes, and in- 
dividual income taxes increased con- 
siderably more than the average in- 
crease of state tax revenues, The in- 
crease in state collections from the 
property taxes, alcoholic beverage taxes, 
and individual income taxes was less 
than the average. 

Changes from 1945 to 1949 in the 
relative importance of these various 
types of taxes are also shown in Table 2. 
The taxes levied on tobacco products in- 
creased from 2.6 per cent to 4.6 per cent 


Increases in state taxes have occurred 
primarily in ways which have exerted 
substantial deflationary pressures, 4 
factor that has tended to offset in part 
the inflationary impact of current defi- 
cits financed through borrowing and of 
spending out of accumulated cash bal- 
ances. The expansion of state tobacco 
products taxes, which is largely an in- 
crease of cigarette taxes, is the outstand- 

8 The extent of this expansion was caused in paft 
by the increased availability of goods between 194§ 
and 1949. However, the percentage of state general 
taxes provided by general sales and excise taxes if 


1942, before goods became generally scarce, was 
about the same as in 1945. 
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ing example of state use of a revenue 
source with a deflationary impact. 
State revenues from this source increased 
$243 million between 1945 and 1949, 
and cigarette taxes have nearly doubled 
in importance as a source of tax revenue. 
The cigarette tax is levied upon a prod- 
uct used in large quantities by persons 
in the medium- and low-income groups, 
who have a high propensity to consume. 
At the same time, the quantity of cigar- 
ettes bought varies little with changes 
in their price, a factor which has pre- 
vented a decrease in consumption when 
state taxes were expanded. The ciga- 
rette tax, perhaps more effectively than 
any other excise tax, transfers purchas- 
ing power from individuals who are 
likely to spend to government. 

The general sales tax is another in- 
strument by which state revenues have 
been expanded; this tax rose from 1945 
to 1949 by over 100 per cent (see Table 
2). The sales tax, which is the single 
most important source of state revenue, 
expanded from 14.0 per cent of state 
general tax revenue in 1945 to 19.3 per 
cent in 1949. As with the tobacco tax, 
growth in state revenues collected 
through the general sales tax was a de- 
flationary factor of importance. 

A 95.5 per cent increase in motor 
vehicle fuel tax collections also worked 
toward decreasing directly the purchas- 
ing funds of private consumers. This 
tax, however, affects business costs more 
directly than the cigarette and general 
sales taxes. 

It is commonly said that a tax which 
becomes a direct business expense is dif- 
ferent in its effect from a tax levied as 
an excise and paid by the consumer 
along with the purchase price of the 
article. It is usually emphasized that a 
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tax which increases direct business ex- 
pense increases prices by more than the 
tax collections. This is based upon a 
series of assumptions such as a relatively 
inelastic demand and percentage mark- 
ups. (The tax on gasoline used by 
trucking companies to transport goods 
would fall into the category of a tax 
which becomes a direct business ex- 
pense.) A tax levied on consumer pur- 
chases is assumed to decrease private 
purchasing power bidding for goods and 
services and thereby to lower prices. 
This in turn is based upon assumptions 
such as fixed consumer incomes and un- 
availability of credit and savings. It 
is questionable, with well-developed 
unions, full employment conditions, and 
a large volume of liquid assets, that 
there is as sharp a difference between 
these two types of taxes as has fre- 
quently been assumed. 

In the general pattern of state tax 
collections, the individual income tax 
did little more than maintain its posi- 
tion from 1945 to 1949, increasing from 
5.7 per cent to 7.1 per cent of the total. 
Individual income taxes, because of ex- 
emptions and progressive rates, are 
generally considered less deflationary 
than general sales taxes and excises on 
goods widely consumed. Relatively 
small increases occurred in state prop- 
erty and corporate income taxes, which 
are likewise not considered as deflation- 
ary in impact as the sales and excise 
taxes discussed above. 


Major State Expenditures 


Of the growth in state expenditures 
between 1945 and 1949, the greatest 
expansion, both percentage-wise and 
quantitatively, was in highway expend- 
itures, as is shown in Table 3. A part 
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of this increase was caused by war-im- 
posed restrictions which reduced high- 
way outlays from $1,125 million in 
1942 to $816 million in 1945. Never- 
theless, the growth remains very great 
even when compared with the higher, 
rather normal outlays of 1942. 
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Continued expansion of highway ex. 
penditures as well as state expenditure 
on other types of construction added tp 
inflationary pressures during the post. 
war boom of residential and industrial 
construction. The relationship between 
total (all levels of government) high. 


TABLE 3 
CHANGE IN Sececrep Strate EXpenpirures, 1945-49 
(Dollar amounts in millions) 























E ; Expenditures ag 
xpenditures sm tae a 
Tota 
Item Increase, 1945-49 Expenditures 
1949 1945 P ng 
A ercen 

ae 1949-1945 

OE ink dia Swi edeies seegees $2,440 $ 816 $1,624 199.0 20.7 136 
Health, hospitals, and institutions 

for handicapped ............. 689 381 308 808 58 64 

Public welfare ........<.<.00++: 1,948 954 994 104.2 16.5 159 

SE a See 142 82 60 73.2 12 14 

a en Ra i ae 2,703 1,210 1,493 123.4 229 202 

General control ................ 292 187 105 56.1 25 3.1 

Provision for debt retirement .. 226 223 3 13 19 37 

5 RMR aS "RE Mae SIR gre ee ye $8,440 $3,853 $4,587 119.1 716 642 





Source: Compendium of State Government Finances in 1949 (op. cit.), p. 6. 


State school and public welfare ex- 
penditures showed the next greatest ex- 
pansion and in both cases became an 
increased portion of total state general 
expenditures. School expenditures in- 
creased 123 per cent from 1945 to 1949, 
and public welfare expenditures ex- 
panded 104 per cent. Although state 
expenditures for health, hospitals, and 
institutions for the handicapped ex- 
panded by over 80 per cent, they failed 
to keep up with the general growth of 
state expenditures and dropped from 
6.4 per cent to 5.8 per cent of the total. 
State expenditures for correction showed 
a similar trend. General control ex- 
penditures showed the smallest increase. 


way construction expenditures and total 
construction, residential construction, 
and industrial and commercial construc 
tion for key years is shown in Table 
4. It would, of course, have been de- 
sirable from the cyclical standpoint if 
highway and other public works ex- 
penditures had been delayed until the 
private construction boom had subsided. 
As a practical matter this was impor 
sible. Existing highways were over: 
crowded, partly because of the ineffi- 
cient use of funds during the prewat 
period; and school-building facilities, 
particulary on the elementary and col- 
legiate levels, were grossly inadequate. 
The public construction experience 
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TABLE 4 


New ConsrrucTion EXPENDITURE: ANNUAL ToraLs AND Torats For SeLecrep Types, 
1929, 1938, 1942, 1945, and 1949 


(In millions of dollars) 











Residential Industrialand Highways (All Levels 
Year Total Building Commercial of Government) 
DE Cea vow een cp 9,913 2,797 279 1,248 
Mi cngeneh» eames 5,018 1,511 530 837 
Dos scckhedses 13,353 1,315 510 675 
MPs cvciccodads 4,808 684 852 386 
ERR 19,329 7,025 1,975 1,670 





Source: Survey of Current Business, July, 1947; July, 1949, Table 31; and February, 1950, p. 8-6. 





the postwar period and the reasons for 
it serve to point up some great practical 
difficulties in having the volume of this 
construction vary inversely with pri- 
vate construction activity. 


Another economic factor relating to 
state highway construction expenditure 
is its stimulating effect on other indus- 
tries. Better and new highways stimu- 
late automobile sales and all types of 
automobile servicing activities. Com- 
mercial and residential construction is 
stimulated by a highway development 
that opens up a new suburban area or 
that encourages construction of ad- 
ditional restaurants, motels, and the like. 


Despite an expansion of state gross 
debt outstanding (including a small 
proportion for enterprise purposes) 
from $2,526 million in 1945 to a new 
high of $4,090 million at the end of 
1949, the provision for debt retirement 
has increased by only $3 million since 
1945; debt retirement expenditures in 
1942 were over $75 million greater than 
those of 1949. In 1945 provision for 
debt retirement accounted for 3.7 per 
cent of total state expenditures and in 
1949, only 1.9 per cent. The $226 
million provided for debt retirement in 
1949 was less than half the total of 
general state government borrowing in 
that year. 











ABILITY TO SHIFT THE CORPORATE INCOME 
TAX: SEVEN INDUSTRIAL GROUPS 


MORRIS BECK * 


1. Factors Influencing Ability to Shift’ 


HE PROPOSITION has been ad- 
vanced that the relative ability of 
any one firm or industry to shift the 
Federal corporation income tax will de- 
pend, in part, on capital structure and 
the speed with which assets are turned 
over in sales.‘ The reasoning is briefly 
as follows: A uniform income tax, if it 
is to be completely shifted, will require 
differing rates of increase in selling 
price from one industry to another and 
from one firm to another. Those firms 
or industries that need small percentage 
increases in price will be more able to 
shift at least part of the tax than will 
other firms or industries. The vari- 
ation among firms and industries in this 
respect depends on differences in capital 
structure and the speed of asset turn- 
over. 

In line with this suggestion, the 
present writer has examined, for seven 
broad industrial groups, balance sheet 
and income statement data which seem 
to bear upon the proposition. A com- 
plete study of tax shifting has not 
been attempted. The term “ability to 
shift ” is here employed in a partial and 
relative context—partial, because the 
study is confined to the influence of 
two among many factors on ability to 
shift; relative, because the analysis is 


* The author is lecturer in economics at Columbia 
University, New York. 


1C. §. Shoup, “Incidence of the Corporation In- 
come Tax: Capital Structure and Turnover Rates,” 
National Tax Journal, I (March, 1948), 12-17. 


focused on inter-industry variations in 
that ability. The absolute amount of 
shifting that is possible may be small or 
even negligible, at least over the short 
run; nevertheless, what ability to shift 
there is will vary from industry to in- 
dustry. It will vary for many reasons, 
among them differences in capital 
structure and in the rate of asset turn- 
over. 


2. Method and Materials 


The materials employed herein are 
aggregate data of corporations sub- 
mitting tax returns with balance sheets 
to the Bureau of Internal Revenue for 
1939 income. That year was selected 
because tax returns are not complicated 
by either the undistributed profits tax 
of 1936-38 or the war-time excess 
profits tax. The seven industrial groups 
embrace every type of corporate enter- 
prise except finance, which category 
was omitted because of the difficulty of 
distinguishing between operating and 
nonoperating assets. The data are shown 
in Table 1, and necessary adjustments 
are explained in footnotes to the table. 


The method employed for ascertain- 
ing partial relative ability to shift, aris- 
ing from differences in capital struc- 
ture and asset turnover rates, is that of 
determining what percentage increase 
in sales receipts would be necessary to 
recoup a given rise in tax liability, 
owing to an increase in the tax rate. 
In 1939 the standard rate of the Federal 
corporate income tax was 19 per cent; 
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TABLE 1 


BALANCE SHEET AND INcoMB STATEMENT Data or Corporations Reportine Net Incomge* 1n 1939: 
Accrecates or Setectep INDUSTRIAL GROUPS 


(Money figures in thousands of dollars) 








Mining Manu- . Con- : 
Item and factur- Public Trade Service  struc- Agri- 
Quarrying ing Utilities tion culture 





1. Number of returns” 3,357 41,946 9,761 60,745 12,862 5,291 2,491 
2. Operating assets® .. 3,054,621 39,081,448 32,001,975 12,982,746 1,875,248 737,414 602,184 
3. Borrowed capital’ .. 374,983 5,091,221 13,474,036 1,969,309 560478 77,480 93,385 
4, Sales, etc. ......... 1,649,694 48,852,414 8,708,299 33,863,988 2,170,201 1,418,746 398,357 
5. Operating expenses‘ 1,431,269 45,252,247 6,955,738 32,907,155 1,998,980 1,355,289 365,097 
6. Operating income* . 218,425 3,600,167 1,752,561 956,833 171,221 63,457 33,260 
7. Interest payments" . 20,788 250,494 591,046 95,402 26,674 4,159 4910 
8. Taxable operating 

a 197,637 3,340,673 1,161,515 861,431 144,547 59,298 28,350 
9. Tax liability’ (at 

STs sees acenaunt 37,551 634,728 220688 163,672 27,464 £11,267 5,387 
10. Operating | income 

after tax™ ........ 160,086 2,705,945 940827 697,759 117,083 48,031 22,963 





*Net income is the amount reported for (declared value) excess-profits tax computation 
(item 28, page 1, tax return form 1120), and is the difference between “ total income” and “ total 
deductions” (items 14 and 27, respectively, p. 1, form 1120). 

*Includes only the returns of corporations reporting net income and submitting complete 
balance sheets. The relative importance, for all industrial groups, of “net income” corporations 
may be ascertained by comparison with “no net income” corporations: 


(Money figures in thousands of dollars) 


Net Income No Net Income 
Number of returns ...........0. 187,920 224,839 
yo RNB sit elses. eam 206,670,943 100,130,363 
Total compiled receipts .......... 104,167,699 26,197 241 
Net income or deficit ............ 8,708,642 1,909. 


*Total assets less “ investments, government obligations” and “other investments” (items 
5 and 6, respectively, of the source table). 


“Sum of items 11 and 12, source table (bonds, notes, and mortgages payable). 


*Total compiled receipts less items 22 (interest, other than government obligations), 24 (net 
capital gain, 25 (net gain, sales of property other than capital assets), 26 and 27 (dividends 
received), and 29 and 30 (interest on government obligations). 


*Total compiled deductions less items 38 (interest paid), 43 (net capital loss), and 44 (net 
loss, property other than capital assets). 


*Sales, etc., minus operating expenses. 

*Item 38 of source table. 

' Operating income minus interest payments. 

Under the “general rule” tax due on 1939 income could be computed by applying a flat 
rate of 19 per cent to the tax base. 


* Taxable operating income minus tax liability. 
Source: U. S. Treasury Department, Statistics of Income for 1939, Part 2, Table 4, pp. 112-39. 


for the present illustrative computa- changed.? The percentage by which 

tions, a rise of the tax rate from 19 to 

38 per cent is assumed. To simplify 2 This assumption implies that demand for the in- 
os dustry’s product is completely inelastic at the exist- 

the analysis, it is further assumed thet Seeman mem te 

physical volume of sales remains un- facilitates analysis of variations in ability to shift. 
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each industrial group would have to in- 
crease its sales receipts, in order to shift 
the additional tax, is obtained from the 
formula 


tn — bo 
(1) ee ake 





where y is the necessary sales increase, 


u is the ratio of taxable operat- 
ing income to sales, 


tn is the new tax rate (38 per 
cent), and 


to is the old tax rate (19 per 
cent). 


3. Index of Partial Relative Ability to 
Shift 

The necessary increase in sales, com- 
puted as above for each industrial 
group, is shown. in line 1 of Table 2. It 
varies from 0:60 per cent for trade to 
3.13 per cent for the public utilities. 
Line 2 of the same table shows the ratio 
of taxable operating income to sales.° 
Again, trade has the smallest ratio and 
public utilities the largest; the other 
groups occupy the same relative posi- 
tions as they did in the case of the nec- 
essary sales increase. The correspond- 
ence of these positions is not fortuitous, 
for the values in line 1 were obtained 
by application of a constant multiplier 
to the values in line 2. The multiplier 
is 0:2345679, calculated from the ex- 





e n . . . 
pression For a given industrial 


1—tn 
group the necessary sales increase is 
0:2345679 times the ratio of taxable 
operating income to sales, 

Since the relationship between the 
two variables is direct, either may be 
used as a tentative index of the partial 
relative ability of a given industrial 


3The elements of this ratio are set forth in foot- 
notes e-i of Table 1. 
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group to shift the corporate income tax, 
Thus, trade, having the smallest ratio 
of taxable income to sales, requires the 
smallest ratio of increase of sales to re- 
coup a rise in the tax rate and is to this 
extent in the best position to shift the 
tax. For the opposite reason, the public 
utilities are to this extent in the least 
favorable position for shifting. 

There is, however, a semantic objec- 
tion to designating either y or u as the 
index of partial relative ability to shift, 
As we have seen, trade has the smallest 
ratio of taxable income to sales and the 
smallest necessary sales increase. It 
also possesses the greatest degree of 
partial relative ability to shift. The 
notion of ability to shift is thus in- 
versely related to the two variables. To 
avoid the possibility of confusion, the 
inverse relationship should be replaced 
with a direct relationship. This can be 
accomplished by inverting the ratio of 
taxable operating income to sales (that 
is, by finding its reciprocal). Line 3 
of Table 2 is this reciprocal. With 


1 - 
=;—the ratio of sales to taxable oper- 


ating income—serving as the index of 
partial relative ability to shift, it is clear 
that such ability improves as the value 
of this ratio increases, 


4. Determinants of u 


Formula (1) told us that the nec- 
essary increase in sales for each indus- 
trial group is the product of an in- 
come/sales ratio and a multiple ex- 
pressing the change in the tax rate. 
Since this multiple is constant for all 
industrial groups, it affects the level but 
not the shape of the function relating 
y and uw. Variations in y are the result 
solely of variations in wu. 

But wu is itself a function of two 
ratios: 





eh a OTe  —~aaa” ea 


Pe the Se a e 




















Ill No. 3] ABILITY TO SHIFT CORPORATE INCOME TAX 251 
fax, TABLE 2 
atio Ratios Inpicative or Partiar Retative Apmiry to SHirt THE Feperat Corporation Income Tax: 
the Seven Inpustriat Groups 
re- (All ratios expressed as per cent) 
a Mining M Co 
the : =. anu- — Public , wos * 
Ratio and factur- +: . Trade Service  struc- 
blic Qu arryin g in g Utilities tion culture 
east 
1. Necessary sales in- 
crease, to recoup re , > py 1.2 2A8 
ec rise in tax rate . 4 “7 
the from 19% to 38% (y) 28r 1.60 3.13 0.60 1.56 0.98 1.67 
, 2. Taxable operating 
ift, income tosales.. (u) 11.98 684 1334 254 666 418 7.12 
lest 3. Sales to taxable 1 
ia operating income (—) 834.73 1,461.99 749.64 3,937.01 1,501.50 2,392.34 1,404.49 
It 4. Interest payments to 
operating income (f/f) 9.52 721 33.72 9.97 15.58 6.55 14.76 
of 5. Taxable operating 
[he income to operat- 
ind ing income ...... (1-f) 9048 92.79 66.28 90.03 84.42 93.45 85.24 
6. rating income to . 
To “We ane (r) 13.24 737 213 283 ‘789 447 835 
the 7. Operating income to 
ced operating assets. . (v) 7.15 9.21 5.48 7.37 9.13 861 5.52 
8. Sales to operating 
be assets ........... (n) 54.01 125.00 27.21 26084 115.73 19239 66.15 
of 9. Operating assets to 1 
al BE vunscensnnis (—) 18515 8000 36751 3834 8641 5198 151.17 
2 3 
as r—the ratio of operating income dollar of sales before allowance is made 
er- to sales (line 6 of Table 2), for the cost of using capital. Operating 
of and income is defined (see footnote g to 
ear (1—f)—the ratio of taxable operating Table 1) as sales REPS itp cae 
lue , a penses, these expenses including cost of 
: income to Operating income . 
line 5 of Table 2 goods sold and all other expenses in- 
(ane S'ae Fame 2p curred in the ordinary course of oper- 
For a given industrial group, ations except payments, either actual or 
ec: - moe implicit, for the use of funds. Inspec- 
us (2) peme: (1 7). tion of lines 2 and 6 of Table 2 reveals 
in- If either of these two ratios were con- that VALIaCes I. 7 OER closely associated 
eX- stant for all industrial groups, variations with variations in #, but analysis of this 
ite. in « would be solely attributable to relationship will be deferred until we 
all variations in the other ratio. Since on — ar ar “ 
but neither ratio is constant, the variation in (1 - f), the second determinant of #. 
ih % is attributable partly to variations in 5. Capital Structure 
: and par tly to Page grs: -= (1-f). As is well known, the income tax law 
“ Pe Senne OF eet discriminates between borrowed capital 
The ratio of operating income to sales and owners’ capital. The statute per- 
(r) measures the margin of profit on a mits full deduction of interest paid to 
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creditors, but allows no comparable de- 
duction for the implicit cost of equity 
capital. The preferential treatment 
accorded debt capital is reflected in the 
income statement, and consequently in 
partial relative ability to shift a given 
tax increment. 

In line 8 of Table 1, taxable operating 
income is defined as operating income 
less interest payments. Type of capitali- 
zation (relative proportions of debt and 
equity capital) does not affect compu- 
tation of operating income, but it does 
affect computation of taxable income. 
The larger the ratio of borrowed capital 
to total capital, the larger will be the 
ratio of interest payments to operating 
income and the smaller will be the tax- 
able portion of a dollar of operating 
income. Two corporations with the 
same ratio of operating income to sales, 
but with different amounts of interest 
payable, will have different amounts of 
taxable operating income and hence dif- 
ferent coefficients of partial relative 
ability to shift. 

The relative importance of debt in 
capital structure and its influence on 
relative ability to shift may be measured 
by either: 


f—the ratio of interest payments 
to operating income (line 4 of 


Table 2), or 


(1—f)—the ratio of taxable operating 
income to operating income 


(line 5 of Table 2). 


For a given industrial group the two 
ratios are complementary. The second 
ratio—(1—f)—is one of the two de- 
terminants of wu in formula (2). Com- 
parison of lines 5 and 2* of Table 2 


4 Although — was eventually chosen as the index 


of partial relative ability to shift, it is convenient 
here to relate (1—f) to the tentative index x. 
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indicates an absence of close association 
between these two variables, but the 
relationship will be re-examined later 
when the ratios are replaced with ranks, 

We return now to r, the first of the 
determinants of u. It is through this 
ratio of operating income to sales that 
the speed of asset turnover exerts its 
influence on relative ability to shift, 
Before exploring this influence, how- 
ever, we must clarify the nature of the 
assets which are pertinent to the present 
study. 


6. Operating Assets 


All corporate assets fall into two 
broad classes, operating and nonoperat- 
ing. The latter category includes assets 
held as investments and not normally 
employed in the principal operations of 
the enterprise. All other assets—plant 
and equipment, inventories, minimum 
cash balance, etc.—may be regarded as 
operating assets. In actual practice, it is 
difficult to make a rigid distinction be- 
tween these two types of assets. For 
example, are government securities held 
by a manufacturing corporation to be 
regarded as operating or as nonoperating 
assets? These marketable securities are 
normally carried in the “ current ” sec- 
tion of the balance sheet because they 
are intended to be earning substitutes 
for idle cash. Yet they are similar to 
long-term investments, which are clearly 
nonoperating assets, because they gen- 
erate investment income, not manufac- 
turing profit. 

In deciding which assets are to be 
treated as operating assets, the writer 
has been guided by the traditional con- 
cept of profits-tax shifting, which en- 
visions the transfer as being effected 
through an increase in the price of the 
* product.” Following this approach, 
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income from investments was omitted 
from the computation of taxable oper- 
ating income and the investments, 
themselves, were deducted from total 
assets in arriving at operating assets. 
Footnote c to Table 1 names the two 
balance sheet items excluded.® 


7. Determinants of r 


The ratio of operating income to sales 
(r) is itself determined by two ratios: 


v—the ratio of operating income to 
operating assets (line 7 of Table 
2), and 


n—the ratio of sales to operating 
assets (line 8 of Table 2). 


The relationship among these variables 
may be expressed by 


(3) r=, or 
(4) raves 


8. Rate of Return on Assets 


The first of these determinants (v) 
serves as an index of the earning power 
of assets employed by a firm in its prin- 
cipal line of endeavor, for it measures 
the rate of return on operating assets 
before account is taken of the source of 
funds. Two firms with the same m but 
with different v’s will have different r’s, 
and consequently different u’s and y’s. 
That is to say, if they turn over their 
operating assets at the same speed, but 
have different rates of return on those 
assets, they will be confronted with dif- 


5 Failure to include rented property results in an 
under-statement of total “ property used in the busi- 
ness.” Absence of information on rented property 
and the practical difficulties of decomposing the 
rental payment into its logical components—a depre- 
ciation element and an interest element—have led the 
Writer to ignore the matter entirely. For further 
discussion of this problem, see Shoup, op. cit., p. 15. 
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ferent sales increase requirements to 
shift the same increase of the tax rate. 

The ratio of operating income to 
operating assets (v) for the seven in- 
dustrial groups is shown in line 7 of 
Table 2. It ranges from 5.48 per cent 
for public utilities to 9.21 per cent for 
manufacturing, and exhibits substan- 
tially less dispersion than does the other 
determinants of r. The significance of 
this relatively low degree of dispersion 
will be discussed later in the analysis of 
ranks. 


9. Turnover of Assets 


One variable remains to be ex- 
plained—m, the ratio of sales to operat- 
ing assets and the second of the two 
determinants of rin formula (3). This 
ratio measures the speed with which 
operating assets are turned over in sales 
and is one of the two factors stressed at 
the beginning of this paper as being 
responsible for variations in ability to 
shift. 

Formula (3) tells us that if v is held 
constant, variations in r will be com- 
pletely accounted for by variations in 
n; stated differently, the formula tells 
us that if two corporations (or indus- 
tries) have the same rate of return on 
operating assets (v), their ratios of 
operating income to sales (r) will vary 
inversely with the speed of asset turn- 
over (m). Similarly, formula (4) tells 
us that, for the same corporations, the 
ratio of operating income to sales (r) 
will vary directly with the ratio of 


‘ 1 ; 
operating assets to sales (=). since the 
latter ratio is nothing more than the 


reciprocal of the asset turnover rate. 


Since v is not perfectly constant for 
the seven industrial groups, it is unlikely 
that we will find a close relationship be- 
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tween r, viewed as a dependent variable, 
and either ” or i, regarded as an inde- 


pendent variable. Yet when these three 
variables are plotted, they exhibit the 
very relationship we would expect only 
if r were exclusively dependent on n. 

This finding suggests that the rate of 
asset turnover (”) is more important 
than the rate of return on assets (v) in 
determining the value of r, and eventu- 
ally of u and ». 


10. Ranked Distribution of Data 


To isolate the influence of variations 
in the turnover rate (and in the other 
variables referred to above) on relative 
ability to shift, the writer has con- 
structed Table 3 in which the ratios of 
Table 2 have been replaced with ranks. 
The columns of Table 3 correspond to 
the lines of Table 2, and the industrial 
groups are listed in ascending order of 
the necessary sales increase—y. Trade, 
which requires the smallest percentage 
increase in sales in order to shift the tax 
increment, is given rank number one; 
public utilities, requiring the largest in- 
crease, hold seventh place; and the other 
five industrial groups occupy intermedi- 
ate ranks reflecting the size of the neces- 





sary sales increase. For each of the re- 
maining variables, then, a number has 
been assigned corresponding to the rela- 
tive size of the respective ratio among 
the seven groups, 

The sequence of ranks follows logi- 
cally from the functional relationships: 


y=F (u) 
where u==G (r, 1-f) 
and where r =H (v, 2). 


The ranks of y and u coincide since the 
former is a constant multiple of the 
latter. A reciprocal relationship obtains 
between columns 2 and 3 and between 
columns 8 and 9. The sequence of 
ranks in column 2 is determined jointly 
by the data behind columns § and 6; 
similarly, the data underlying columns 
7 and 9 jointly account for the sequence 
of ranks in column 6. 

Partial relative ability to shift is 
shown in column 3. ‘Trade has the 
highest index and public utilities the 
lowest. When we compare this column 
with column 5, which reflects the influ- 
ence of capital structure, we find an 
absence of close association between the 
two sets of ranks. Among the seven 
industrial groups, partial relative ability 


TABLE 3 


PartTiaL Retative Asrity To Suirrt tHE Corporate INcoME Tax: 
Ranks or Seven INDUSTRIAL GrouPS 











1 1 

y u f (1-f) r v n 2 

(1) (2) (3) (4) (5) (6) (7) (8) (9) 
SERS Ee eee ae 1 1 7 4 4 1 4 7 1 
Construction ......... 2 2 6 1 7 2 5 6 2 
Ae he Bee 3 3 5 6 2 4 6 4 4 
Manufacturing ....... 4 4 4 2 6 3 7 5 3 
Agriculture .......... 5 5 3 5 3 5 2 3 5 
MEE i Ga en's vveaece. 6 6 2 3 5 6 3 2 6 
Public utilities ....... 7 7 1 7 1 7 1 1 7 
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to shift fails to vary systematically with 
the type of capital structure. 

Partial relative ability to shift does 
vary closely (though inversely) with 
the ratio of operating income to sales 
(r), as is evident from a comparison of 
columns 6 and 3. We observed earlier, 
however, that while r is jointly deter- 
mined by two independent ratios, one of 
the latter—v—displays relatively mild 
dispersion. As a result, variations in the 


other ratio—!—dominate the variation 


of r. This fact emerges clearly in Table 
3 where the group rankings are identi- 


cal with respect to r and : (columns 6 
and 9). 


relative ability to shift, among the seven 
industrial groups, varies closely with the 
rate of asset turnover. 


11. Importance of Speed of Turnover 
Toward the end of further clarifi- 


cation of this important relationship, 
pertinent data from Tables 2 and 3 have 
been assembled in Table 4. 

The industrial groups are now ar- 
ranged according to the speed with 
which they turn over their assets, that 
is, according to the size of m. The pub- 
lic utilities, with the lowest ratio of sales 
to operating assets (# is 27.21 per cent), 
have the smallest index of partial rela- 


tive ability to shift (+ is 749.64 per 


TABLE 4 


TURNOVER OF OPERATING ASSETS AND Retative Asrity To Suirr THE Corporate INcoME TAX: 
Seven Inpustriat Groups 




















Sales to Operating Sales to Taxable Necessary Sales 
Operating 
Assets Tenenne Increase 
Industrial Group (n) (=) (y) 
u 
Ratio(%) Rank Ratio(%) Rank Ratio (%) Rank 
(1) (2) (3) (4) (5) (6) 
Public utilities ......... 27.21 1 749.64 1 $43-4.99 7 
Ths aoe cidess 54.01 2 834.73 2 281 6 
DUD co cccccccces 66.15 3 1,404.49 3 1.67 5 
A a 115.73 4 1,501.50 5 1.56 / 3 
Manufacturing ........ 125.00 5 1,461.99 4 1.60 4 
Construction .......... 192.39 6 2,392.34 6 98 / * 2 
DS's vnnvanncevess 260.84 7 3,937.01 7 00-79 1 





Since : is nothing but the reciprocal 


of the rate of asset turnover, and since 
we have already determined that partial 
relative ability to shift varies closely 
with r, we may conclude that partial 


6 The reader may perceive the closeness of the rela- 
tionship more easily by comparing column 6, not 
with column 3, but with column 2, the tentative in- 
dex of partial relative abil‘ty to shift. 


cent), and thus will require the largest 
increase in sales (y is 3:13 pet cent) to 
shake off the burden of a doubled tax 
rate. Trade, with the fastest rate of 
asset turnover (# is 260.84 per cent), is 
blessed with the largest index of partial 


relative ability to shift (7 is 3,937.01 
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per cent), and requires the smallest in- 
crease in sales to pass on the same tax 
increment. 


With one exception partial relative 
ability to shift improves systematically 
among the seven industrial groups as the 
speed of asset turnover increases. The 
exception occurs in the relative positions 
of the service and manufacturing indus- 
tries. Manufacturing, which has the 
third largest ratio of sales to operating 
assets (m is 125.00 per cent), has the 
fourth largest ratio of sales to taxable 


income (4 is 1,461.99 per cent). The 


service industries, with the fourth larg- 
est sales/assets ratio (m is 115.73 per 
cent), have the third largest sales/in- 


come ratio (2 is 1,501.50 per cent). 


In other words, although the service in- 
dustries turn over their operating assets 


at a slower rate than do the manufac. 
turing industries, the former are in 4 
better position to shift the income tax, 
That the advantage is slight, however, 
is confirmed by a comparison of the 
increase in sales necessary to shift a 19. 
point increase in the tax rate: manufac. 
turing requires a 160 per cent increase 
while the service industries require a 
1-56 per cent increase. 

' Of the factors which have been ex. 
amined in this paper, the rate of asset 
turnover promises to be the most fruit- 
ful in studying variations of ability to 
shift the corporate income tax. Slow 
turnover is clearly associated with a 
relatively low degree of ability to shift, 
and rapid turnover typically means 4 
relatively high degree of ability to shift, 
Further investigation is in order, how- 
ever, with smaller industrial divisions 
than the ones employed here. 














THE NATIONAL TAX ASSOCIATION—PLACES 
OF MEETINGS AND OFFICERS 


LEO MATTERSDORF * 


HE National Tax Association has now 
been in existence forty-three years. In 
that time a veritable revolution has taken 
place in the field of taxation as the result 
of two world wars, international crises, a 
major depression, and their effect on world 
economy. When the Association was first 
organized in 1907, there was no Federal in- 
come tax, nor had any state levied a modern 
income tax; sales taxes, use taxes, gross re- 
ceipts taxes, and several other forms of im- 
posts which most of us now take for granted 
were unknown in the United States. The 
year 1907 marked the admission of Okla- 
homa to the Union as the forty-sixth state, 
and it was not until five years later that our 
flag was to have its present complement of 
forty-eight stars upon the admission of 
Arizona and New Mexico. 

The National Tax Association, through 
the conferences sponsored by it, has provided 
a forum for all those interested in taxation 
to present different viewpoints regarding the 
changes which have occurred in the financ- 
ing and economy of all the levels of gov- 
ernment in this country and, often, of other 
countries as well. These conferences have 
taken place in all sections of the United 
States, though not in all the states, and 
twice within the boundaries of our good 
neighbor to the north, the Dominion of 
Canada. 

Some time after the first meeting in 
Columbus, Ohio, the organization’s name 
was changed to the “International Tax 
Association.” The reasons for this change 
of name from National Tax Association to 
International Tax Association are set forth 


*The author, a Certified Public Accountant in 
New York City, is a member of the Executive Com- 
mittee of the National Tax Association. 


on page 13 of the proceedings for 1911 as 
follows: “At the First Conference in 1907 
a number of delegates were present from 
the Canadian Provinces, and when, follow- 
ing their cordial invitation, the Second Con- 
ference was held at Toronto, the name of 
the Association was changed so that it 
might include our Canadian friends.” But 
the same source goes on to say: “ It has been 
found since then that Canadian taxation 
laws and systems present problems widely 
different from those demanding consider- 
ation in the United States. Partly, this is 
due to the difference in governmental struc- 
ture, and partly, to an early divergence in 
the developments of the taxing systems of 
the two countries.” Consequently, it was 
voted on September 8, 1911, to resume the 
name National Tax Association. 

In any event, throughout the years 
Canada has been closely linked with us in 
this association; since 1911 there have been 
two honorary members from the Dominion 
on the Executive Committee. Many of us 
recall the expression given to the ties of 
friendship between these two neighbors on 
the North American continent by L. I. 
McMahon from the Province of Quebec 
when he frequently stressed the fact that 
nowhere else in the world could one find a 
mutually undefended boundary some 3,000 
miles in extent. In 1936 he expressed that 
sentiment when he said: “I want to leave 
with you this great and glorious thought, 
that for over one hundred years no person 
has ever crossed from either the United 
States or Canada without the feeling of 
friendliness and goodwill. When we picture 
bleeding Europe at the present time, I know 
that we will try to maintain it.”1 In the 


1 Proceedings, 1936, p. 6. 
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field of international goodwill, the National 
Tax Association has played a prominent role. 

Many of us have often felt ghe desire to 
have readily available some chart showing 
where the conferences sponsored by the Na- 
tional Tax Association were held and who 
its officers were. A list of its presidents, 
for instance, includes the names of many, 
who though now no longer with us, have 
left their imprint on the sands of tax time. 
Even those of the younger tax generation, 
who did not have the good fortune to know 
or hear some of these men personally, will 
recognize names such as Thomas S. Adams 
and Mark Graves. To satisfy the desire 
already mentioned two tables have been pre- 
pared to show the dates and places of the 
conferences as well as the names of officers 
of the National Tax Association elected at 
each conference. 

Table 1 gives the dates on which confer- 
ences were held, the cities where held, and 
the names of the officers and the states or 
provinces from which each hailed. In the 


years from 1907 to 1910 the National (or 
International) Tax Association had a Cor- 
responding Secretary as well as a Secretary. 
From 1908 to 1910 inclusive there were one 
Vice-President and one Corresponding Sec- 
retary for the United States and one of each 
of these two officers for Canada. 





[Vor. I 


It will be seen that owing to the first 
World War no conference was held in 1918 
and, as a result, no proceedings were printed 
in that year. In 1945 owing to the second 
World War, no conference was held. But 
since papers had been prepared for delivery, 
proceedings were printed as “‘ Conference in 
Print.” 
“Conference in Print ” is number 38 and in 
a sense, therefore, may be counted as a con. 
ference. Hence, the 1950 conference, 
though known as the forty-third really 
represents the forty-second get-together. 


Table 2 summarizes some of the data in | 


Table 1 by giving a list of the states (or 
provinces) and cities in which conferences 
have been held as well as the years in which 
conferences took place in each city. It will 
be seen, for instance, that the city which has 
most often played host to a conference is 
Chicago, which has been host city three 
times. [Illinois as a state was host state 
three times as were also the states of Mis- 
souri, New York, and Ohio. 


It is hoped that this short summary with 
the tables will meet the expressed desire of 
the many who have wanted some such 
thumb-nail sketch of the National Tax 
Association. 


The volume issued to cover this 
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TABLE 2 
NationaAL Tax CoNFERENCES—W HERE Het 

State and City in Which Held Mo State and City in Which Held be 
MemmONe CPMOCMIE) .occcccccccccdcecces 1933 Minnesota (St. Paul) ...........cssees 1941 
California (San Francisco) ............ 1915 Missouri (St. Louis) ..............ee0s 1924 
California (San Francisco) ............ 1939 Missouri (Kansas City) ............00. 1930 
Colorado (Denver) ...........cceceees 1914 Missouri (St. Louis) .................- 1944 
Colorado (Denver) ............ssceeee 1948 New Hampshire (Bretton Woods) ..... 1921 
Florida (Miami Beach) ............... 1947 New York (Buffalo) ................+- 1913 
Georgia (Atlanta) ...............c0e0. 1917 New York (Upper Saranac) ........... 1929 
Georgia (Atlanta) ...............0.008 1931 New York (New York) .............+- 1940 
mma (CRICRBO): isi... icc scweceds ces MR 0 Olah (CRIB oon cc kcectess ccucckas 1907 
Gg SON I eee ae St Pee 1932 
EE: COED. cp idee Chee danscceas 1946 Ohio (Cincinnati) ..................5. 1942 
Indiana (Indianapolis) ................ 1916 Oklahoma (Oklahoma City) ........... 1935 
Indiana (Indianapolis) ................ 1936 Ontario (Toronto) ..............e0000e 1908 
Iowa (Des Moines) .................5- 10132 4 QOntario.CTOmomted oo...scccdcccécncase 1927 
Kentucky (Louisville) ................ 1909 Pennsylvania (Philadelphia) .......... 1926 
Louisiana (New Orleans) .............. 1925 Pennsylvania (Pittsburgh) ............ 1950 
Maryland (Baltimore) ..............++ 1937 Utah (Salt Lake City) ..............+. 1920 
Massachusetts (Boston) .............+- 1934 Virginia (Richmond) ...............+++ 1911 
Massachusetts (Boston) ............++> 1949 Washington (Seattle) ................. 1928 
Michigan (Detroit) ..............ee0e 19388 West Virginia (White Sulphur Springs) 1923 
Minnesota (Minneapolis) ............. 1922 Wisconsin (Milwaukee) ..............- 1910 
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Summary of H. R. 8920, “ The Revenue 
Act of 1950,” as Agreed to by the Con- 
ferees. By STAFF OF THE JoINT Com- 
MITTEE ON INTERNAL REVENUE TAXx- 
ATION. Washington: Government Print- 
ing Office, 1950. Pp. iv + 32. 


This useful pamphlet contains an au- 
thoritative summary of provisions of the 
Revenue Act of 1950. It includes com- 
parative tables of effective rates of individ- 
ual and corporate income taxes under the 
new and the old law, as well as an expla- 
nation of other features of the act. Table 
2 shows, by income classes, estimated net in- 
come of individuals, number of taxable re- 
turns, and tax liability under the new and 
old laws. 


Central Government Finances. Economic 
Cooperation Administration, Division of 
Statistics and Reports. Special Report, 
April, 1950. Pp. 36. 


This report compiles data on central gov- 
ernment finances of the seventeen countries 
participating in the European Recovery Pro- 
gram. The data, which were obtained from 
questionnaires completed by ECA missions 
in the period November-December, 1949, 
cover revenues and expenditures, classified 
by major types, and gross debt for several 
years. Summaries have been prepared on as 
uniform a basis as possible to facilitate com- 
parisons among the countries. The data are 

preliminary, inasmuch as various adjust- 
ail of the basic materials are under con- 
sideration. 
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Wartime Economic Stabilization and the 
Efficiency of Government Procurement: 
A Critical Analysis of Certain Experi- 
ence of the United States in World War 
II. By THomMas BLANCHARD WoORSLEY. 
(Printed by the National Security Re- 
sources Board with the permission of the 
Department of Economics and the De- 
partment of Graduate Studies of the Uni- 
versity of Virginia.) Washington: Gov- 
ernment Printing Office, 1949. Pp. 
viii + 422. 


This monograph is a doctoral dissertation 
submitted to the University of Virginia in 
June, 1948. It is reproduced by the Na- 
tional Security Resources Board, on whose 
staff the author now serves, as a basis for 
further analysis of mobilization planning 
but with the statement that the author’s 
views are not necessarily those of the board. 
The stated objectives of the study are: 
(1) “To summarize and to analyze criti- 
cally our World War II experience with the 
economic stabilization controls indirectly 
necessary for maximum efficiency in Gov- 
ernment procurement, including efficiency 
in direct contract price and profit policies”; 
and (2) “To focus. attention upon those 
policies and controls applied directly to 
prices and profits in the area of Government 
procurement, and which are essential for 
general economic stabilization, including 
policies and controls administered: (a) by 
the central price-control authority and (b) 
by the procurement agencies themselves ” 
(p. i). 

Parts of the study dealing with the first 
of the above objectives consist essentially of 
general summaries of existing studies. The 
sections on direct controls in the area of 
government procurement are intended to be 
more comprehensive and are drawn largely 
from original source materials. In prepa- 
ration of these latter sections the author has 
drawn on his wartime experience as an econ- 
omist in the Office of Price Adminis- 
tration and an officer engaged in procure- 
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ment in the Army Quartermaster Corps and 
the Army Air Forces. 

With respect to general stabilization pol- 
icy the author recommends introduction of 
a complete set of direct controls (price, 
wage, profit, rationing) as early in a war 
emergency as feasible. He believes that 
greater reliance should be placed on fiscal 
policy, including forced loans as well as 
heavy progressive income taxation, than in 
World War II. In the specific area of gov- 
ernment procurement, he recommends em- 
phasis on preventive (price) methods of 
profit control rather than recovery of ex- 
cessive profits by taxation and renego- 
tiation. Nevertheless, he suggests a study 
of the effects of renegotiation on efficiency 
and costs. 

The volume concludes with a statistical 
appendix and a bibliography. 





Summary of the Revised Budget of the Do- 
minion of Canada for the Fiscal Year 
Ending March 31, 1951, as Presented on 
September 7, 1950. By STAFF OF THE 
JornT COMMITTEE ON INTERNAL REV- 
ENUE ‘TAXATION. Washington: Gov. 
ernment Printing Office, 1950. Pp. 8. 


With the objective of maintaining a bud- 
get surplus in a time of increasing infla- 
tionary pressures, the Finance Minister of 
the Dominion of Canada on September 7, 
1950, presented revised budget proposals 
designed to increase tax collections in the 
fiscal year ending March 31, 1951, by 
$58.9 million and by $189.5 million in a 
full year’s operations. These proposals 
would transform an anticipated budget 
deficit of $44.0 million for the year ending 
March 31, 1951, into a surplus of $149 
million. Increased military expenditures ac 
counted for the deficit expected under the 
old revenue laws. The new revenue pro 


posals include: (1) a 5 percentage point in- 
crease in corporate income tax rates; (2) 
increased rates on alcoholic beverages and 
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other commodities already subject to ex- 
cises; and (3) new excises on soft drinks 
and candies and chewing gum. 

This report prepared by the staff of the 
Congressional Joint Committee on Internal 
Revenue Taxation summarizes the revenue 
proposals and compares effective rates of in- 
come tax in Canada and the United States. 





Expenditures and Financial Resources of the 
State and Local Governments in Illinois. 
By ItttNots DEPARTMENT OF FINANCE. 
Springfield, September 15, 1950. Pp. 11. 


This pamphlet is an excellent, brief, 
popular report on expenditures and financial 
resources of the State of Illinois and the ap- 
proximately 8,000 local units of govern- 
ment in the State. The figures are estimates 
of current annual rates rather than data for 
any particular calendar or fiscal year. In a 
supplementary note it is pointed out that 
lack of comprehensive financial reporting 
by local governments has necessitated use of 
estimates. These estimates, the department 
believes, could not be greatly improved 
without a considerable expenditure of time 
and money. 





STATISTICS OF INCOME 


Recent releases of U. S. Treasury De- 
partment reports on Statistics of Income 
include the following: 

Statistics of Income for 1945, Part 2 (com- 
piled from corporation income and de- 
clared value excess-profits tax returns, 
corporation excess profits tax returns, and 
personal holding company returns). 
Washington: Government Printing Of- 
fice, 1950. Pp. vi + 536. $1. 

Statistics of Income for 1947, Part 2 (pre- 
liminary report of corporation income tax 
returns filed through December 31, 
1948). Washington: Government Print- 
ing Office, 1950. Pp. v +18. 10 cents. 

Excerpts from Statistics of Income for 
1946, Part 1 (Treasury Department 
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Press Service No, S-2432, August 30, 

1950). 

Excerpts from Statistics of Income for 
1947, Part 2 (Treasury Department 
Press Service No. S-2449, September 22, 
1950). 

All these reports were prepared by the 
Statistical Division of the Bureau of In- 
ternal Revenue under the direction of the 
Commissioner. 





CENSUS OF GOVERNMENTS 


A complete census of governments will 
be taken in 1952 in compliance with Public 
Law 767, 81st Congress, which was signed 
by President Truman September 7, 1950. 
This legislation requires a complete census 
of governments in 1952 and each five years 
thereafter. The census is to cover at least 
the subjects of “‘ taxes and tax valuations, 
governmental receipts, expenditures, in- 
debtedness, and employees.” The new law 
replaces part of the old Census Act of 1902, 
which merely authorized, but did not re- 
quire, a census of governments each ten 
years. Periodic reporting of benchmark 
government statistics is thus placed on a 
statutory basis similar to that for the 
quinquennial censuses of manufacturing, 
trade and service industries, and agricul- 
ture. 

Preliminary preparation has already be- 
gun for the Census of Governments of 
1952, Roy V. Peel, Director of the Bureau 
of the Census, has announced. In planning 
the content and coverage of this census the 
Census Bureau says that it has sought the 
help of a representative group including 
state and municipal officials, economic re- 
search agencies, professors of political sci- 
ence and economics, and others directly in- 
terested in governmental statistics. 

The first major phase of the 1952 census 
will be indentification and listing of all 
local governments. This task, which is es- 
sential to later gathering of financial and 
employment figures, will also provide new 
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benchmark information on numbers of gov- 
ernments. The Census Bureau expects to 
publish such figures by early 1952, bringing 
up to date the count last made for 1942, 
when more than 108 thousand school dis- 
tricts and 46 thousand other local govern- 
ments were reported in existence. 

Later phases of the 1952 census, as now 
planned by the Census Bureau, will relate 
to realty valuations for property taxation, 
public employees and payrolls, and govern- 
mental finances. Census reports on these 
various subjects are being scheduled for 
publication at intervals from 1952 until 
mid-1954. 





Census Bureau Publications on Govern- 


ments. U.S. Bureau of the Census, Gov- 
ernments Division. Washington, July, 
1950. 


This leaflet describes briefly each of the 
seventeen reports on governmental finances 
and employment which the Census Bureau 
expects to issue in the fiscal year ending 
June 30, 1951, and lists other recent pub- 
lications of the bureau regarding state and 
local governments. It is available free of 
charge from the Bureau of Census on re- 
quest. 





Highway Finance and Taxation in New 
York. Prepared for the Citizens Public 
Expenditure Survey, Inc., of New York 
State by GrIFFENHAGEN & ASSOCIATES. 
February, 1950. Pp. 271. 


As stated in the letter of transmittal, this 
report is addressed to two main questions: 
(1) “ What share of highway costs in New 
York should be borne by the highway 
users?” and (2) “How should the high- 
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way user share be divided among users (i.e. 
what should the user tax rates be) at vari- 
ous highway expenditure levels?” The re- 
port includes a description of the New York 
highway system and its financing, a dis- 
cussion of various sources of highway rev- 
enues, and proposals for highway financing, 
The authors recommend that, in allocating 
highway costs between users and general 
taxpayers, highway users should pay all of 
the cost of the State highways, 60 per cent 
of the cost of county roads, 37.5 per cent 
of the cost of municipal streets, and none 
of the cost of town highways. In addition 
to the material on New York, the study in- 
cludes useful comparative data on motor 
vehicle taxes in other states. 





The Stabilizing Budget Policy: What It Is 
and How It Works. By COMMITTEE FOR 
EcoNoMic DEVELOPMENT. New York, 
1950. Pp. 19. Single copies, free; ad- 
ditional copies, 10 cents each. (Address: 
444 Madison Avenue, New York 22, 
N. Y.) 


This pamphlet describes the “‘ stabilizing 
budget policy ” advocated by the Commit- 
tee for Economic Development. As origi- 
nally proposed in 1947 by the CED Re- 
search and Policy Committee, this budget 
policy would be guided by the following 
principles: “Set tax rates to balance the 
budget and provide a surplus for debt re- 
tirement at an agreed high level of employ- 
ment and national income. Having set 
these rates, leave them alone unless there is 
some major change in national policy or 
condition of national life” (p. 8). The 
present discussion explains the operation of 
this policy and sets forth reasons for pre- 
ferring it to the traditional policy of an an- 
nually balanced budget or the “ managed- 
compensatory budget policy.” 








(i.€. 
Vari- 


e re. 
York 
dis- 


cing, 
ating 
neral 
ll of 


cent 
none 
ition 
y in- 
\otor 


lt Is 


ork, 
ad- 
ress: 
22, 











NTA NOTES 





NEW MEMBERS 


CALIFORNIA 


Mr. Georce F. Break, Instructor 
Department of Economics 
Pomona College, Claremont 


CONNECTICUT 


Mr. Epocar C. HANNAN, C.P.A. 
249 Main Street, Bristol 

Mr. A. SCHAFFMAN, C.P.A. 
68 Pratt Street, Hartford 


DISTRICT OF COLUMBIA 


Dr. Georce F. Motr 
Mott of Washington & Associates 
4534 Reno Road, N.W., Washington 8 


ILLINOIS 


Mr. Russett H. Crassen, Attorney 
10-A Public Square, Belleville 
Mr. R. E. CosTetto, Attorney 
606 First National Bank Bldg. 
East St. Louis 
Mr. Donatp J. DouGHerty, Attorney 
222 Metroplitan Building, East St. Louis 
Mr. Ropert F. Goprrey, Attorney 
Arcade Building, East St. Louis 
Mr. E. O. Hanson, Manager 
Tax Department, Standard Oil Company-Indiana 
910 S. Michigan Ave., Chicago 80 
Mr. Orvitte E. Hopce 
The Hodge Agency 
1915 Edison Avenue, Granite City 
Mr. A. C. JoHNSON, President 
First National Bank 
East St. Louis 
Mr. Cart M. Lomax 
S. M. Wilson and Company 
1903 State Street, Granite City 
Mr. R. B. Stix, President 
Illinois Telephone Company 
109 E. Market St., Bloomington 
Mr. ArrHuR R, WESTERMANN 
Tax Examiner, Illinois Central Railroad 
$254 Berenice Avenue, Chicago 
Mr. Eucene H. Wipman, Attorney 
19-A N. Illinois Street, Belleville 


KANSAS 


Mr. F. A. Parmer, Tax Supervisor 
Pipe Line Department, Sinclair Refining Company 
Box 460, Independence 
Mr. J. E. ScHRoeDER, Attorney 
$18 Brotherhood Building, Kansas City 
Mr. O. D. SMALL 
Tax Supervisor, The American Telephone Co. 
United Building, Abilene 


KENTUCKY 


Mr. Louts E. ACKERSON 
Certified Public Accountant 
405 Lincoln Bank Building, Louisville 
Mr. Frank R. Baker, Supervisor 
Ad Valorem Tax Division 
Texas Gas Transmission Corp. 
416 W. Third Street, Owensboro 
Mr. W. T. Craic, Jr. 
Texas Gas Transmission Corporation 
416 W. Third Street, Owensboro 
Mr. Epwarp S. DABNEY 
Security Trust Company, Lexington 
Mr. W. Waiter Grocan, C.P.A. 
Escott, Grogan & Co. 
Lincoln Bank Building, Louisville 2 
Mr. Moses Master, C.P.A. 
Welenken & Master 
$04 Louisville Trust Building, Louisville 2 
Mr. J. C. Paris, C.P.A. 
208 Central Bank Building, Lexington 
Mr. THomas J. Woop, Attorney 
1212 Kentucky Home Life Building 
Louisville 


MARYLAND 


Mr. Witton T. ALLEN 
Supervisor of Assessments, Montgomery County 
Court House, Rockville 
Mr. A. LaMar BARRICK 
Supervisor of Assessments, Frederick County 
Court House, Frederick 
Mr. THomas N. Bippison 
City Solicitor 
217 Court House, Baltimore 


269 





270 


Mr. Howarp E. BURKHARDT 
Supervisor of Assessments, Baltimore County 
Court House, Towson 4 
County COMMISSIONERS OF DORCHESTER COUNTY 
Court House, Cambridge 
Mr. Harry A. Dosson 
Supervisor of Assessments, Carroll County 
Route 6, Westminister 
Mr. M. FRANK Fitzpatrick, Director 
Department of Assessments 
215 Municipal Office Building, Baltimore 2 
Mr. Avex K. Hancock 
Director of Finance, Montgomery County 
Court House, Rockville 
Mr. Arcure H. HARDESTY 
Supervisor of Assessments 
Worcester County, Newark 
Mr. JoHN E. HoLitanp 
Supervisor of Assessments, Somerset County 
208 Somerset Avenue, Princess Anne 
Mr. Water E. KENNEDY, Director 
Retail Sales Tax Division 
State Comptroller of the Treasury 
34 Hopkins Place, Baltimore 1 
Mr. Louis W. Kutscu 
Supervisor of Assessments, Prince George’s County 
Court House, Upper Marlboro 
Mr. Georce L. LawrENCE 
Supervisor of Assessments, St. Mary’s County 
Leonardtown 


MICHIGAN 


Mr. Louis E. ANDERSON 
Northport 


MINNESOTA 


Mr. KENNETH F. BRIDEN, Manager 
Tax Department 
Archer Daniels Midland Company 
600 Roanoke Building, Minneapolis 2 
Mr. Joun R. Cowan, C.P.A. 
1120 Northwestern Bank Building 
Minneapolis 2 
Mr. Witrarp J. Davis, Attorney 
Archer Daniels Midland Company 
600 Roanoke Building, Minneapolis 2 
FarEGcRE & BENSON, Attorneys 
1260 Northwestern Bank Building 
Minneapolis 2 
Mr. ARTHUR GRANUM 
Niowa, Star Route, Park Rapids 
Mr. ALFRED GrEGUSON, C.P.A. 
809 Pillsbury Building, Minneapolis 
Mr. Gustav J. Kraase, C.P.A. 
607 Marquette Avenue, Minneapolis 
Mr. Ray G. McKennan, C.P.A. 
2510 Foshay Tower, Minneapolis 


NATIONAL TAX JOURNAL 





[Vor. I 


Mr. Geratp T. MULLIN, Attorney 
921 Northwestern Bank Building 
Minneapolis 2 
Mr. Harotp M. Sorstap, C.P.A. 
1120 Northwestern Bank Building 
Minneapolis 2 
Mr. Orvey R. Taytor, C.P.A. 
1212 Pioneer Building, St. Paul 1 
Mr. WALTER J. WHEELER, Attorney 
1023 First National-Soo Line Building 
Minneapolis 
Mr. HARTWELL Wilkerson, C.P.A. 
Hines Wilkerson and Wignt 
E-706 First National Bank Bldg., St. Paul 1 
Mr. Wirtt1am W. Wo rkorr, C.P.A. 
428 Minnesota Building, St. Paul 


MISSISSIPPI 


Mr. M. B. Broacn, C.P.A. 
Box 108, McComb 


MISSOURI 


Miss Laura ANDREAS, Attorney 
316 N. Broadway, St. Louis 2 
Mr. H. D. JoHNson 
Asst. Real Estate & Tax Agent 
Illinois Terminal Railroad Co. 
710 N. 12th Boulevard, St. Louis 1 
Mr. C. B. MattrHews, Tax Agent 
Empire District Electric Co., Joplin 
Mr. J. J. Merry, Manager 
Western Electric Company, Inc. 
4240 Duncan Avenue, St. Louis 10 
Mr. C. Z. Moore, Tax Agent 
Southwestern Bell Telephone Co. 
1502 Telephone Building, St. Louis 1 


NEW JERSEY 


Mr. WituiaM D. KE ty, State Supervisor 
Inheritance Tax Bureau, Division of Taxation 
State House, Trenton 
Mr. WiLxiaM KINGSLEY, State Supervisor 
Corporation Tax Bureau, Division of Taxation 
State House, Trenton 
Mr. Frank K ern, Vice President 
Worthington Pump & Machinery Corp., Harrison 
Mr. W. C. Martens, Vice-President 
The Mennen Company 
345 Central Avenue, Newark 
Mr. A, F. Metz, President 
The Okonite Company 
Passaic Street, Passaic 
Mr. WiLtiaM MILLER 
Research Dir., Princeton Surveys 
5 Queenston Place, Princeton 
Mr. Evsert L. ScHoonover, Secretary-Treasurer 
Charms Company 
601 Bangs Avenue, Asbury Park 











rison 





No. 3] 


Mr. R. H. Tempre, Treasurer 
Thermoid Company 
Whitehead Road, Trenton 
Mr. CaRLTON W. TitiinGuHasT, Executive Director 
New Jersey Taxpayers Assn. 
417 Broad Street Bank Bldg., Trenton 8 


NEW YORK 


Mr. Epwarp Levitt, Tax Consultant 
87 Tulane Road, Kenmore 17 
Mr. Henry L. Maccio.o, Tax Accountant 
Combustion Engineering-Superheater, Inc. 
200 Madison Avenue, New York 16 


NORTH CAROLINA 


Mr. WINFIELD BLACKWELL, Attorney 
1505 Reynolds Building, Winston-Salem 
Mr. T. C. Conrad 
Geo. G. Scott & Company 
126-130 Brevard Ct., Charlotte 
Mr. Frep R. Younc 
Geo. G. Scott & Company 
126-130 Brevard Ct., Charlotte 


OHIO 


Mr. Cartton S. Darcuscn, Jr. 
45 W. Capital Street, Columbus 
Denison UNIversiTy Liprary 
Granville 
Mr, Watter W. Warp, Auditor 
The A.&P. Tea Company, 425 Atlas Building 
8 E. Long Street, Columbus 15 


PENNSYLVANIA 


Mr. Georce E. AppLeBauM, Attorney 
$503 Avondale Place, Pittsburgh 6 
Mr. GraHAM SALE, Jr., Attorney 
Westinghouse Electric Corporation 
306 4th Avenue, Pittsburgh 19 


NEW MEMBERS 271 


SOUTH CAROLINA 


Mr. Hucer SINKLER, Attorney 
$9 Broad Street, Charleston 


TEXAS 


Mr. H. F. Eaps, Tax Representative 
Shell Pipe Line Corporation 
609 Fannin Street, Houston 


VIRGINIA 


Mr. W. Frep Bonney, Comptroller 
The Atlantic and Danville Ry. Co. 
115 West Tazewell Street, Norfolk 10 
Mr. Lioyp A. Dosyns, Chairman 
Board of Assessors, City of Newport News 
P. O. Box 147, Newport News 
Mr. CHartes C. DrumMMonp, Secretary-Treasurer 
Commonwealth Natural Gas Corp. 
219 East Broad Street, Richmond 19 


WYOMING 


Mr. H. F. Esmay, President 
The Converse County Bank, Douglas 


CUBA 


Mr. J. M. MENocat, Chief 
Note Issue Department, Banco Nacional De Cuba 
Calle Cuba 402, Habana 


MEXICO 


SECRETARIA DE HacrENDA Y CREDITO PuUBLICO 
Direccion de Estudios‘ Hacendario 
Departamento de Biblioteca 
Correo Mayor 31, Mexico, D. F. 











272 


STATEMENT OF THE OWNERSHIP, MANAGEMENT, 
CIRCULATION, ETC., REQUIRED BY THE ACT 
OF CONGRESS OF AUGUST 24, 1912, as 
AMENDED BY THE AcTs oF MARCH 
3, 1933, AND JuLy 2, 1946 


Of National Tax Journal, published quarterly at 


Lancaster, Pennsylvania, for October 1, 1950. 


STATE OF CALIFORNIA \ 
CouNTY OF SACRAMENTO 


Before me, a Notary Public in and for the State 
and county aforesaid, personally appeared Ronald B. 
Welch, who, having been duly sworn according to 
law, deposes and says that he is the Business Manager 
of the National Tax Journal and that the following 
is, to the best of his knowledge and belief, a true 
statement of the ownership, management, etc., of 
the aforesaid publication for the date shown in the 
above caption, required by the Act of August 24, 
1912, as amended by the Acts of March 3, 1933, 
and July 2, 1946 (section 537, Postal Laws and 
Regulations), to wit: 


1. That the names and addresses of the publisher, 


editor, managing editor, and business manager are: 


NATIONAL TAX JOURNAL 


Publisher—National Tax Association, P.O. Box 


.1799, Sacramento 8, California. 


Editor—Roy Blough, Washington, D. C. 
Managing Editor—None. 


Business Manager—Ronald B. Welch, P.O. Box 7 
1799, Sacramento 8, California. 3 


2. That the owner is: National Tax Association, a | 


non-stock corporation, chartered in the District of © 


Columbia, whose principal office is located at 1020 N 


Street, Sacramento 14, California. 


3. That the known bondholders, mortgagees, and — 
other security holders owning or holding 1 per cent 
or more of total amount of bonds, mortgages, or 
other securities are: None. 


(Signed) Ronatp B. Wetcn, Business Manager, 


Sworn to and subscribed before me 
this 28th day of September, 1950. 


(Signed) W. E. Templeman, Jr. 


Notary Public, County of Sacramento, 
State of California. 


Commission expires February 2, 1953. 
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